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THURSDAY, MARCH 20, 1958 


Untrep Srates SENATE, 
CoMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 


The subcommittee met, pursuant to call, at 10:10 a. m., in room 
324, Senate Office Building, Senator Allen J. Ellender (chairman) 
presiding. 

Present: Senators Ellender, Johnston, Scott, Aiken, and Thye. 

The CHarrman. The committee will please come to order. The 
purpose of our meeting this morning is to hear testimony on S. 778 
by Senator Neuberger, for himself and Mr. Morse, S. 1514 by Senator 
Potter of Michigan, and also a House bill on the same subject, H. R. 
376. 

I will ask that the bill passed by the House—they are all alike—be 
placed in the record at this point. 

(H. R. 376 is as follows:) 


[H. R. 376, 85th Cong., 2d sess.] 
AN ACT To amend the Commodity Exchange Act to prohibit trading in onion futures in 


commodity exchanges 
Be it enacted by the Senate and House of Representatives of the United States 


of America in Congress assembled, That the Commodity Exchange Act is amended 
by inserting after section 4i the following new section : 

“Sec. 4j. No contract for the sale of onions for future delivery on or subject 
to the rules of any board of trade in the United States shall be made by or 
through a member of a board of trade which has been designated under section 5 
as a contract market.” 

Sec. 2. This Act shall take effect immediately upon enactment, except that 
contracts for futures trading in onions executed prior to enactment shall remain 
valid and in effect until either liquidated or terminated. 

Passed the House of Representatives March 13, 1958. 

Attest: 

RatpH R. Roserts, Clerk. 


The Cuarrman. I wish to place in the record at this point a report 
from the Department of Agriculture to me dated March 18, 1957. 
(The report is as follows:) 
DEPARTMENT OF AGRICULTURE, 


Washington, D. C., March 18, 1957. 
Hon. ALLEN J. ELLENDER, 


Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

DeAR SENATOR ELLENDER: This is with reference to your request for a report 
on 8. 1514. 

This bill proposes to amend the Commodity Exchanges Act so as to prohibit 
futures trading onions on commodity exchanges designated as contract markets 
under the Commodity Exchange Act. The act, as amended, effective Septem- 
ber 24, 1955, now prohiibts onion futures trading except on contract markets. 
If amended as proposed by S. 1514, the statute would carry both prohibitions. 


123 
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Effective with onion futures contracts maturing subsequent to March 1956, 
contract market regulations designed to improve storage and delivery practices 
have been adopted. Limits on speculative transactions and commitments in 
onion futures have been established by the Commodity Exchange Commission 
and have been in effect since September 1, 1956. And the facilities of the 
onion futures market are being used to a limited extent by growers and shippers 
of onions as a means of hedging price risks. By reason of perishability, limited 
storability, and inelastic demand, onions have a record of extreme price varia- 
bility which long antedates the advent of futures trading in onions. The pro- 
hibition of futures trading in onions could not be expected to eliminate erratic 
price movements traditional in the marketing of this commodity. Should §. 
1514 receive the approval of the Congress, however, we are of the opinion that 
its enactment would not significantly affect the marketing or distribution of 
onions. 


The Bureau of the Budget advises that it has no objection to the submission of 
this report. 
Sincerely yours, 


E. T. Benson, Secretary. 
The Cuarrman. Senator Neuberger. 


STATEMENT OF HON. RICHARD L. NEUBERGER, A UNITED STATES 
SENATOR FROM THE STATE OF OREGON 


Senator Neusercer. Thank you, Mr. Chairman. 

In view of your admonitions, I will be as brief as possible, and I 
would ask your permission if I could omit some of the resolutions in 
my testimony and have them appear in the record as though read. 

The Cuatrman. That will be done. 

Senator Neusercer. I want to thank you for your characteristic 
courtesy, and I want to say if I knew 10 percent as much about agri- 
culture as the two Senators from Louisiana and North Carolina, I 
would be a much more effective Senator. 

The Cuatrman. If you stay here 20 years, you will. 

Senator Neupercer. I do not know if I have the physical vitality 
or the lengevity to stay here that long, but if I do, I will be very 
happy. 

It was on January 23, 1957, that I introduced S. 778, 1 of the 2 bills 
referred to the Senate Agriculture Committee which would prohibit 
trading in onion futures. 

I would just like to say that I had the privilege of meeting with 
representatives of the Malheur County Onion Growers Association 
in Ontario, Oreg., in October of 1956. We discussed this subject of 
futures trading at length. It was their judgment that regulation 
would not correct the problems that beset the industry. Only abolish- 
ment, they believed, would assure the balance between demand and 
supply and would enable these onion growers to continue in the busi- 
ness of growing onions. I assured them that I would introduce leg- 
islation. This I did, as I just mentioned, on January 23, 1957, for 
my distinguished colleague, Senator Morse, and myself. 

Mr. Chairman, the members of that farmers’ organization are the 
men who produce the commodity that brings us together here today. 
From the time their ground is prepared until their last sack has been 
marketed, they devote their energies to the strenuous and exacting 
tasks of the farmer. And under the present system, many of their 
hours away from the field are expended in anguished study of what 
happens in the commodity exchanges where onions are a speculative 
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product in futures trading. The onion growers with whom I met were 
very definite about one thing. They wanted a bill introduced early 
in the 85th Congress which would amend the Commodity Exchange 
Act to prohibit trading in onion futures in commodity exchanges. 

Let me say at this point, Mr. Chairman, that I do not believe I have 
received a single letter from Oregon voicing opposition to my bill, 
S. 778, to prohibit trading in onion futures. Rather, the story I get 
is that in Oregon everyone conversant with the situation of the onion 
growers favors the enactment of the proposed legislation. 

The attitude of the growers on this subject was clearly enunciated 
by a resolution issued by the Malheur County Onion Growers Asso- 
ciation, which states: 


1. Whereas onions to be delivered on the mercantile exchange are permitted 
to be traded 5 months ahead of planting (11 months before delivery) ; and 

2. Whereas this early trading tends to increase plantings which lead to in- 
creased production and depressing prices at harvesttime; and 

3. Whereas most onion growers cannot use the futures market for hedging 
because they do not have sufficient funds available to put up the original margin 
and meet possible margin calls ; and 

4. Whereas it has been possible for a trader on the exchange to corner prac- 
tically all physical onions delivered on the exchange, thus creating a depressing 
effect on the market ; and 

5. Whereas these practices in the futures trading of onions has disrupted the 
orderly marketing of the crops and resulted in financial loss to growers: There- 
fore, be it 

Resolved, That the Malheur County, Oreg., Onion Growers Association take 
immediate action for national legislation to secure permanent abolishment of 
onions from futures trading. 


I think it is revealing to note the comments that bob up in a rather 
extemporaneous manner, occasionally, in the bulletins issued by 
trading members of the board. On February 1, 1957, for an illustra- 
tion, Kelly-Black Co., Inc., stated : 


The price on medium onions in the cash market started gathering momentum 
this week. It started first at the farm level with the shippers not able to sell at 
the increased price that the farmers were demanding. By the end of the week 
he (the shipper) was able to make the receiver pay the price and the cash picture 
appeared to be on solid ground after the recent advance. Subsequent moves 


depend upon rate of movement of present supplies and weather developments in 
Texas * * *, 


On February 8, 1957, a bulletin from the same firm said : 


The cash markets are in a turmoil after the action of the board Thursday and 
Friday. Up to the middle of the week, the buyers and sellers were having diffi- 
culty getting together on prices. Now no one knows what to pay or what to 
ask, and it will probably take a few days for this condition to correct itself. 
Naturally, there is much more of a tendency for the farmer to be willing to move 
supplies. 


And then on February 15, 1957, this statement appears in that firm’s 
bulletin : 


As a clearinghouse member of the exchange, we cannot help but be aware once 
again of all the criticism that appeared during this past week among the growers 
as the market fell rapidly from its highs. Quiet has reigned, more or less, about 
the board for some months. Once again, they are fighting to abolish it. All busi- 
ness makes mistakes and, in the past, the exchange may or may not have made 
their share of them. 


It was in these very days of February last year that the price of 
onions declined 81 cents in one 3-day period. I am no onion trader, 
but I am told that the market was almost completely demoralized in 
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that month and near panicensued. March futures in 1957 made a high 
of 2.20 on February 4, were at 1.39 on February 7, were at a low of 
81 cents on March 6, and then, with an awareness that burdensome 
supplies of onions were not on hand, closed out on March 22 at 1.60. 

Spokesmen for the onion growers among my constituents charge that 
this decline and partial recovery was primarily the result of manipula- 
tions. 

Some time ago I had a very interesting letter from a member of the 
Chicago Mercantile Exchange. The writer pointed to activities of 
growers in use of the exchange which, he charges, is manipulation by 
growers. Perhaps it is. However, it seems to me, Mr. Chairman, that 
this is admission by an exchange member that futures trading on onions 
is, in fact, susceptible to manipulation. It is this very susceptibility 
inherent in the system which disturbs many of my onion grower 
constituents. 

I must comment on just one other of those very rare letters of opposi- 
tion I received. It ends with the impassioned plea: 

We trust you will consider not only our interest, but the interests of the many 
who use the futures market successfully and not take away our great American 
heritage of free independent enterprise. 

I am sure the nearly 200 members of the Malheur County Onion 
Growers Association, who desire to be more directly influenced by the 
simple law of supply and demand, will be startled to know that their 
wish is inimical to free enterprise. 

Joining the Malheur Onion Growers in issuing resolutions opposing 
trading in onion futures are the National Onion Association, the Amer- 
ican Farm Bureau Federation, 13 State Farm Bureau groups (New 
York, Ohio, Michigan, Indiana, Wisconsin, Iowa, Minnesota, Colo- 
rado, Utah, Idaho, Oregon, Washington, and California), the United 
Fresh Fruit and Vegetable Association, Vegetable Growers of Amer- 
ica, Texas Citrus and Vegetable Growers and Shippers, Western 
Growers Association, and numerous other farm organizations. 


FUTURES TRADING IMPOSED ON GROWERS 


Futures trading in onions was instituted some 15 years ago 
by the mercantile exchanges over strenuous objections from the onion 
industry—growers and shippers alike. Growers saw no need for a 
futures market and feared that trading in futures would disrupt 
orderly marketing procedures. 

The onion industry voices no criticism of futures markets in staple 
commodities—cotton, grain, sugar—nonperishable commodities basic 
to various manufacturing processes. With these commodities real 
economic services are rendered. However, they are not perishable 
like onions. Hedging on the part of both producers and buyers lends 
stability to the industries concerned. 

The opposite is true in onion-futures trading. The onion-futures 
market renders little, if any, service to anyone except the speculator. 
Futures in onions constantly disrupts the orderly marketing of the 
crop. On the long side of the market, very little buying is done 
except by speculators. Few onions are purchased for processing of 
any kind and very little futures buying is done by any processors. 
No receiver or processor can successfully hedge against his anticipated 
requirements by buying futures. 
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In buying, a purchaser has only a contract calling for delivery any- 
time within a specified month. If he has bought 15 cars to meet his 
needs in March, he may get all 15 on March 1 or, just as likely, all 
15 during the last 5 days of the month. The buyer, either a processor 
or retailer, needs regular daily supplies, so many each day during the 
month, but delivery within the month is at the option of someone other 
than himself. Further, most buyers know well that they cannot 
expect quality to meet their needs from board delivery onions. 

It was shown that 89.6 percent of all traders were speculators. Of 
the remaining 10.4 percent, more than half of the short contracts, 
classed as hedgers, were actually contracts held by brokers based on 
“financing contracts” with growers. Under those contracts to finance 
a grower, there is usually no delivery of cash onions in settlement, 
according tothe CEA report. The contract is closed out on a basis of a 
money settlement. The broker, through financing a grower’s opera- 
tion, has used the grower’s onions to protect the Geckee’s speculative 
position. Actually, then, less than 5 percent of the trading can be 
classed as true hedging. The CEA states that it does not appear that 
the hedging use of the futures market has been of such character as to 
be of importance in marketing onions. 

To illustrate how completely speculative the onion-futures game is, 
note these figures: In one season’s trading over 130,000 carload con- 
tracts were dealt in, but only 1,300 cars of actual onions were deliv- 
ered—about 1 percent. In the 1956-57 season, total actual onions 
handled through the futures market was only 615 cars. The total 
northern crop of onions would run somewhat over 50,000 cars. Yet, 
pressures of a system handling only 615 of these cars can seriously 
disrupt and depress the total cash market. 

When breaks such as the one a year ago occur, growers find the 
value of their remaining stock on hand suddenly cut to as little as 
a third of its previous value. Shippers find business completely 
disorganized and receivers suffer on all stocks on hand or shipments 
en route. 

Several changes have been made in exchange regulations sup- 
posedly to correct the evils. None of the changes have so far elimi- 
nated the fact that the onion futures market is in the control of a 
small group of individuals: none of the changes has altered the fact 
that the onion futures can be and is frequently driven down at the 
whim of a small group. It must be noted, too, that no corrective 
changes were made until forced by the pressure of the current legis- 
lation. These changes are made only by the governing bodies of the 
exchanges and can be, and will be, reversed if the pressure is removed. 


THE EFFECT OF FUTURES TRADING ON OREGON AND IDAHO GROWERS 


The onions grown in my area are the Sweet Spanish variety and do 
not qualify for board trading. Futures trading is entirely based 
on yellow globe types. None of the Texas or other southern grown 
qualify, either. Nevertheless, markets of the growers and shippers 
in the West are materially influenced by the futures market. 

Following last year’s break in futures, cash markets for both yel- 
low globe and western Sweet Spanish dropped $1 per 50-pound bag. 
It is also clear that the futures market always lags behind cash mar- 
kets, acting as a depressing factor. 








8 ONION FUTURES TRADING 


Third, it is evident that the effects of such futures breaks some- 
times disrupt to such an extent that the markets of our western grow- 
ers, with the greater shipping costs, lag behind or never recover with 
the futures market. Due to the greater shipping distances the effects 
of raids in the futures market on our western onion growers are 
magnified. 

I would also like to stress the impractical side of a grower’s use 
of futures for hedging. First, when a grower sells a contract for 
future delivery, he must deposit $300. Most growers do not have 
sufficient funds. Financing through a Chicago broker is possible at 
a charge of $60 and in some cases $80 per car. Seldom does this 
deposit stand as much as six months. Figured as interest on this 
basis, it will run from 40 to 80 percent. In rare instances, a broker 
may put up additional margin which would reduce interest rates 
somewhat. 

Second, if a western grower does hedge, he cannot deliver his own 
onions.. He must buy back his contract to cancel out. His hedge 
becomes largely speculative. 

Third, the average grower cannot keep himself well enough in- 
formed on futures market activities to cope with the sharpers con- 
trolling the Chicago exchange. He finds he is playing another man’s 
game with the other fellow making all the rules. 

The united front that I have seen arrayed by Oregon growers in 
opposition to present practices in futures trading convinces me that 
it 1s sheer effrontery to impose on these growers a system that they 
wholeheartedly condemn. Here is a crop which is not supported, 
which does not share in price supports, and has not done so under 
either major political party. But here is an opportunity to protect 
these people from speculative exploitation and to give them some con- 
trol over their own market. 

It is with that statement that I conclude my remarks and urge 
your committee to give your approval to the proposed legislation. 

I would ask your permission to place in the Corie record three 
letters which I would like to call to the attention of the committee. 

One is from Mr. Cliff Bishop, an onion grower from Ontario, Oreg., 
and two are from Paul T. Rowell of the Oregon State Department of 
Agriculture—one to me and one to Mr. Kauffman of the Department 
of Agriculture. 

(The letters referred to are as follows.) 

OnTARIO, OREG., March 17, 1958. 


Hon. RicHarp L. NEUBERGER, 
United States Senate, Washington, D.C. 

DeaR SENATOR NEUBERGER: Thanks for your letter of March 11. Being very 
busy farming at this time and unable to attend the Senate agriculture hearing to 
be held in Washington beginning the 21st, I will submit this statement to you 
for presentation to the Agriculture Committee. 

I would like to call the committee’s attention to the wild fluctuation of onion 
futures in Chicago, on the Chicago Mercantile Exchange, in the past few weeks. 
A raise of the 35-cent limit one day; and a drop of like amount the next day—or 
within the next few hours—you can readily appreciate the demoralizing effect 
this can and does have on an orderly system of marketing. 

There is a possible fluctuation of 70 cents per bag per day. At this rate, 
600 bags (which is a carload) may fluctuate $420 per day—or even within a 
matter of hours. This $420 figure is approximately equal to the entire produc- 
tion cost of a carload of onions. 

The committee is familiar with the unavoidable factors of chance which a 
grower assumes whenever he plants a crop. Some of these are weather, weeds, 
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plant diseases, seed storage, adequate labor, and insects. When there is added 
to these unavoidable elements, the further element of disrupting and demoral- 
izing manipulation of the market at the expense of the grower, the situation 
becomes intolerable. 

On Friday, March 14, there were 1,724 cars traded on paper. Now I doubt 
that there were half that many onions on hand in the United States. Certainly 
a very small proportion of these could pass inspection for board delivery. At 
most, there were a possible 80 or 90 cars available for board delivery. 

There is entirely too much chance for manipulation of the market. Brokers 
often finance a few growers to grow onions for delivery on the mercantile ex- 
change board. They then bring in a few cars at a time of these, to bear the 
market down, while they sell a large number of cars on paper. They can well 
afford to lose money on a few cars of actual onions, while they are taking a 
profit on the short side of their paper. This is the means by which the brokers, 
in collusion with a few growers, have learned to manipulate the market to a 
fare thee well. 

Be assured that we growers realize that trading the basic commodities on the 
commodity exchange is practical, except for a comparatively small volume, 
perishable crop such as onions. 

For the last several years the Commodity Exchange has repeatedly agreed to 
get some kind of restraint on these unhealthy practices, but they have never 
done so. Furthermore, it seems to be impossible for them to do it with a small 
perishable crop. ‘Therefore, it is imperative that the Agriculture Committee 
recommend that onion futures be abolished entirely. They serve no useful 
purpose, except for a few brokers and manipulators. 

This is not a complaint against the normal market fluctuations and adjust- 
ments, but is directed against the wholiy abnormal and artificial conditions 
created for the benefit of a few at the expense of the growers. The onion futures 
are the most depressing and demoralizing factor between the growers and ship- 
pers and the cash market place. The trade in general has ahsolutely no confi- 
dence in any market which can fluctuate on the board as onions do. Our market 
has degenerated to a fast gambling business in the past few vears. The “empo- 
riums of chance” in our heighboring State of Nevada have nothing on the 
onion futures trading on the mercantile exchange. 

Thank you for your courtesy in presenting this information to the committee. 
I am sending an identical letter to Senator Morse, and copies to other Senators. 

Very truly yours, 
CLIFF BISHOP. 


SALEM, OreEc., May 16, 1956. 
Mr. Ropcer R. KAUFFMAN, 
Administrator, Commodity Exchange Authority, United States Depart- 
ment of Agriculture, Washington, D.C. 


Dear Mr. KAUFFMAN: Leading onion growers and shippers in Malheur County 
of eastern Oregon and in the Willamette Valley here have called our attention 
to features of and facts surrounding futures trading in onions which they feel 
have depressing effects on the market and prices for their onions. 

Directors of the Malheur Onion Growers Association advise us that some 
regulations on trading in onion futures were put into effect during the past year 
by the Chicago Mercantile Exchange, but that these have not accomplished the 
desired results. They state that some added restrictions are proposed for which 
they find no greater prospects for success. 

Upon looking over the problems faced by Oregon growers and shippers in 
marketing their onions, we find considerable indication of detrimental effects 
of futures trading on their markets and on prices received, even though that 
trading is on onions grown in other States. 

While futures trading may have a stabilizing effect on the marketing of many 
storable commodities, the reverse may be true of a perishable commodity with 
normal fluctuations in yearly plantings which can be increased by preseason fu- 
tures trading. 

Onions in my opinion are the most perishable commodity traded on the com- 
modity exchanges. Any increase in United States plantings due to preseason 
futures trading accentuates the overall supply problem on this perishable com- 
modity with a consumptive marketing period more limited than that of other 
commodities on the exchanges. 

Prior to the advent of futures trading on onions, surplus production in 1 year 
normally was followed by smaller plantings and some market improvement in the 
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next season or two. However, under futures trading this normal effect appears 
to have been disrupted by preseason contracts providing financing for plantings 
in addition to those which in any case would be and are planted for later market- 
ing in the normal channels of trade. 

The Malheur Onion Growers Association advises that they proposed last fall 
that the opening of futures trading be delayed until onion plantings were com- 
pleted, but that you advised this would be beyond the legal authority of the Com- 
modity Exchange Authority. 

Figures for track holdings in Chicago this past season appear to bear cut con- 
tentions of Oregon and Idaho growers and shippers that futures trading in 
onions has contributed to heavy track loadings during option or delivery months 
compared to those during the nondelivery month of December. Oregon growers 
advise also that ‘4 an effort to discourage storage and additional speculation 
on onions deliv-red there, the Chicago Mercantile Exchange added a 25-cent 
markoff for onions delivered from storage there. It appears that instead of 
aiding market stability this may have increased sales and depressed prices on 
the Chicago market further during periods of heavy arrivals in option or delivery 
months. 

With no relief apparent from those regulations which it has been found pos- 
sible to apply to futures trading in onions, Oregon growers feel the only means 
of relief from its influence on plantings and surplus production and marketings 
is through the enactment of H. R. 7920 or S. 3204 to eliminate onions from futures 
trading. It appears to us that they have good grounds for this stand, and in 
consideration of the data and information provided as referred to herein, advice 
as to your position in this important matter will be much appreciated. 

Thanking you in advance for your careful attention and consideration, we are, 

Very truly yours, 
PAvuL T. Rowe tt, 
Chief, Division of Market Development, 
Oregon Department of Agriculture. 


SALEM, OrEG., March 13, 1958. 
Hon. RicHARD L. NEUBERGER, 
Senate Office Building, Washington, D.C. 


DeaR SENATOR NEUBERGER: Nearly 2 years ago following your appearance before 
the House Subcommittee on Futures Trading in support of H. R. 7920, as well as 
on a companion Senate bill to ban futures trading on onions, you had inserted in 
the Congressional Record of May 22, 1956, several statements on this matter, 
including a copy of my letter of May 16, 1956, to Mr. Rodger R. Kauffman, Admin- 
istrator of the Commodity Exchange Authority of the United States Department 
of Agriculture, Washington, D. C. 

The statements included in that letter apply as well today as they did then, and 
I am enclosing another copy at this time for submission, if you see fit, with this 
letter.in support of S. 778 at the Senate Agriculture Committee hearing on 
March 20. 

Oregon onion growers and shippers, both in Malheur County and in western 
Oregon, now are as unanimous in their support of this legislation as they were 2 
years ago. Their additional 2 years of experience has served to convince them 
even more that futures trading on onions should be abolished. 

We note in testimony at previous hearings on this and other similar bills before 
the Congress that nearly all of the support for continuation of futures trading on 
onions comes from members of the trade, and that the producers and shippers are 
nearly unanimous in their support of legislation to ban futures trading on onions. 

It is only natural that firms which derive their livelihood from the trading of 
commodities should favor the continuation of trading methods under which 
254,000 separate futures transactions involving sales totaling $132,700,000 were 
made on onions in the 1955-56 season, even though contracts settled by delivery 
on such sales totaled only 1,465 carlods of onions in that season. A substantially 
greater volume of futures trading on onions took place in the 1954—55 season. 

It is true that market prices of a perishable crop like onions have fluctuated 
quite heavily both when they were not under futures trading and since that has 
been in effect. In my own experience some years ago in the fruit and produce 
business in eastern Oregon and Idaho, I never saw fluctuations of the type now 
being experienced under futures trading. For example, a responsible Oregon 
onion shipper tells me that on March 5, just a few days ago, the onion futures 
market opened at $3.08 per bag, went up to $3.35, and back down to $3.01, all 
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within the space of a few hours. Certainly there is enough gamble in the onion 
business without inclusion of this type of price gyrations in its trading. 

The United States Department of Agriculture has summed up its estimate of 
these bills before Congress by saying that should such legislation “receive the 
approval of the Congress, however, we are of the opinion that its enactment 
would not significantly affect the marketing or distribution of onions.” With 
this indication that the marketing and distribution of onions would not be dis- 
turbed by such legislation, its principal effects should be those desired by onion 
growers and shippers throughout the country—removal of the effects of futures 
trading. 

At the Senate subcommittee hearing on S. 778 and S. 1514 on August 12, 1957, 
President Everette B. Harris, of the Chicago Mercantile Exchange, quoted the 
following from a study on onion futures trading by the United States Department 
of Agriculture: “This analysis showed that a significantly greater average month- 
to-month variation (in prices) occurred in the 1930—40 period than in the 1947-55 
period.” Mr. Harris then testified, “As we interpret it, the study also states 
flatly that futures trading has had a stabilizing effect on onion prices.” 

We take this quoted statement by USDA as a statement of fact developed by 
their study, with no interpretation that futures trading has or has not had a 
stabilizing effect. Futures trading is only one of a number of factors involved. 
Another is the drastic difference between economic conditions throughout the 
country in the 1930—40 period and those in the 1947-55 period. In my own experi- 
ence in the 1930-40 period, market-price fluctuations were accentuated greatly by 
conditions in that depression period. Even in those years, a scarce supply of 
onions could and did command a high price, since people always use a few onions 
for seasoning, regardless of the price. However, an oversupply in the 1930's 
meant much lower prices than has been the case under comparable supply situa- 
tions under the post-World War II economy and dollar values. Too many differ- 
ing factors are involved in the two periods quoted to justify a conclusion that 
futures trading has had a stabilizing effect on onion prices. 

After 2 years of detailed consideration of this problem by the Congress and 
others involved, it appears that the reasons for enactment of S. 778 or a related 
bill are more evident than they were when I wrote to you on this matter in May 
1956. Wetrust that prompt and favorable action will be taken on this legislation 


in the interest of onion producers and shippers in Oregon and throughout the 
country. 


Sincerely yours, 
PAUL T. ROWELL, 
Chief, Division of Market Development, Oregon Department of Agriculture. 

Senator Neusercer. I just want to say, Mr. Chairman, that I be- 
lieve my views will be echoed later on in this hearing by the testimony 
of the distinguished Senator from Idaho, Senator Dworshak, and two 
friends of mine, Mr. Charles Burns, of the Idaho Growers and Ship- 
pers Association, of Nampa, Idaho; and Mr. Clarence Lee, of the Mal- 
heur County Onion Growers Association of Ontario, Oreg., which is 
on the eastern border of the State. 

I am very grateful to you and the Senator from Vermont and the 
Senator from North Carolina for being so forebearing toward me this 
morning. 

The Cuatrman. Thank you, Senator. 

Senator Dworshak. 


STATEMENT OF HON. HENRY DWORSHAK, A UNITED STATES 
SENATOR FROM THE STATE OF IDAHO 


Senator Dworsuak. Mr. Chairman and members of the committee 
am appear ing here today to support legislation which would abolish 
trading in onion futures on the Chicago Board of Trade. 

As the Senator from the State of Idaho, I am interested in this 
measure designed to correct a practice which has a deleterious effect 
on the marketing of onions. With some 65 million pounds of onions 
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produced in Idaho last year, I believe my State has a definite interest 
in this legislation to benefit onion producers. 

Technical testimony has shown that the futures trading of onions 
is a speculative activity which has no actual physical relationship with 
the bringing of onions from the Idaho producer to the consumer in 
the East. It is a paper transaction which has resulted in a carloa:! of 
onions being traded up to 50 times before it moved into the channels 
of the distributive market. 

I believe such action is detrimental to the onion industry for several 
reasons : 

1, Board prices do not reflect supply and demand. They are based 
on manipulation of unintended promises to buy or sell. 

2. This manipulation affects the planting ‘time of onions in many 
sections of the country. It causes turmoil in the market, disrupts the 
normal channels of shipping by causing split cars and uncertain ship- 
ping periods. 

3. These transactions concern the future delivery of a product which 
has a gerat natural hazard in the field from inclement weather condi- 
tions, and is one of the most difficult of vegetables to store. Forced 
long storage, which is a byproduct of market manipulation, results in 
further loss to growers through shrinkage. 

On behalf of the onion growers of Idaho, I urge that you report out 
this needed legislation which will prevent speculative disruption of 
the market by interests intent on using the onion industry as a legal 
backdrop for a form of long-range gambling operations. 

Mr. Chairman, you will recall that a couple of years ago I introduced 
a bill to ace omplish this same purpose, and we made consider: able 
progress at that time in forcing people in the industry and various 
phases of the industry to investigate the real effect of this onion fu- 
tures trading. I think that the time has come when the committee, if 
it gives careful consideration to this legislation, will recognize the 
essential need of reporting out a bill favorably at this time. 

The Cuatrrman. Thank you, Senator. 

I also have a letter from Senator Potter, of Michigan, asking that 
his remarks to the Senate on February 26 be included in the record. 
The record and tear sheets from the Congressional Record will be 
placed in the record at this point. 

(The letter and tearsheets referred to are as follows :) 

UNITED STATES SENATE, 
Washington, D. C., March 17, 1958. 
Hon. ALLEN J. ELLENDER, 


Chairman, Committee on Agriculture and Forestry, 
United States Senate, Washington, D. C. 


My DeAR Mr. CHAIRMAN: I am enclosing tearsheets from the Record of Feb- 
ruary 26 which contain my remarks to the Senate urging favorable action on 
S. 778 and S, 1514, identical bills designed to eliminate onion futures from or- 
ganized markets. 

I will appreciate it if my remarks may be incorporated in the printed record 
of the hearings yonr committee is starting on these measures on March 20. 

Warm personal regards. 

Sincerely yours, 


CHARLES E. Porter. 
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ELIMINATION OF ONION FutTuRES From OrGANIZED MARKETS 


Mr. Porrer. Mr. President, I should like to discuss proposed legislation pend- 
ing in our Committee on Agriculture and Forestry—two identical bills, S. 778 
and 8. 1514—designed to eliminate onion futures from organized markets. 

This proposed legislation has trong support from an overwhelming majority 
of onion growers, shippers, and receivers in all parts of the country. It is cer- 
tainly true in my own State of Michigan that more than 95 percent of all growers 
and shippers of onions are opposed to continued trading in onion futures, and 
I am reliably informed that the same is true in all other onion-producing sections 
of the country. 

Resolutions opposing trading in onion futures are on record by the National 
Onion Association, the American Farm Bureau Federation, 13 State farm bureau 
groups—New York, Ohio, Michigan, Indiana, Wisconsin, lowa, Minnesota, Colo- 
rado, Utah, Idaho, Oregon, Washington, and California—the United Fresh Fruit & 
Vegetable Association, Vegetable Growers of America, Texas Citrus & Vegetable 
Growers & Shippers, Western Growers Association, and numerous other farm 
organizations. 

Here is an agricultural industry that has never had any type of Government 
aid and has never asked for any. Growers and shippers ask only that they be 
allowed a free hand in meeting their marketing problems without interference 
from outside influences, factors unrelated to the onion industry in every way. 

Futures trading in onions was instituted some 15 years ago by the mercantile 
exchanges over strenuous objections from the onion industry—growers and 
shippers alike. Growers did not need a futures market and feared that trading 
in futures would disrupt orderly marketing procedures. Their fears were well 
grounded. 

The onion industry has no criticism of futures markets in staple commodities— 
cotton, grain, sugar—nonperishable commodities basic to various manufacturing 
processes. With these commodities real economic services are rendered. Hedg- 
ing on the part of both producers and buyers lends stability to the industries 
concerned. 

In onion futures trading the opposite is true. The onion futures market ren- 
ders little, if any, service to anyone except the speculator. Futures in onions con- 
stantly disrupts the orderly marketing of the crop. On the long side of the 
market, very little buying is done except by speculators. Few onions are pur- 
chased for processing of any kind and very little futures buying is done by any 
processors. No receiver or processor can successfully hedge against his antici- 
pated requirements by buying futures. In buying, a purchaser has only a con- 
tract calling for delivery any time within a specified month. If he has bought 
15 cars to meet his needs in March, he may get all 15 on March 1 or, just as likely, 
all 15 during the last 5 days of the month. The buyer, either a processor or 
retailer, needs regular daily supplies, so many each day during the month but 
delivery within the month is at the option of someone other than himself. Fur- 
ther, most buyers know well that they cannot expect quality to meet their needs 
from board delivery onions. 

In the marketing of most of the onion crop, each buyer purchases the raw prod- 
uct, adds his service cost and passes the raw product on to the ultimate consumer. 
Users of onions have little need of an opportunity to hedge their purchases and 
they do very little of it. 

With almost 100 percent of all purchases of onion futures contracts classed as 
speculative, let us look at the selling side. Do growers use futures extensively 
to hedge? Certainly not, according to a survey of open contracts on the Chicago 
Mercantile Exchange as of October 31, 1957, recently prepared and released by 
the Commodity Exchange Authority. 

This report by a Government agency shows 89.6 percent of all trades were 
speculators: Of the remaining 10.4 percent, more than half of the short contracts, 
classed as hedgers, were actually contracts held by brokers based on “financing 
contracts” with growers. Under those contracts to finance a grower, there is 
usually no delivery of cash onions in settlement, according to the CEA report. 
The contract is closed out on a basis of a money settlement. The broker, through 
financing a grower’s operation, has used the grower’s onions to protect the 
broker’s speculative position. Actually, then, less than 5 percent of the trading 
ean be classed as true hedging. The CEA states that it does not appear that 
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the hedging use of the futures market has been of such character as to be of 
importance in marketing onions. 

To further illustrate how completely speculative this onion futures game is, in 
1 season of 5 months’ trading—I say 5 months’ trading because all trading in 
the crop of any one year must end in March—in 1 season’s trading over 130,000 
carload contracts were dealt in, but only 1,300 cars of actual onions were deliv- 
ered—about 1 percent. In the 1956-57 season, total actual onions handled 
through the futures market was only 615 cars. The total northern crop of onions 
would run somewhat over 50,000 cars. Yet, pressures of a system handling only 
615 of these cars constantly disrupt and depress the total cash market. 

An excellent example of this disrupting influence is cited in another CKA report, 
one issued in March 1957. According to this report the onion-futures market 
reached a high of $2.20 per 50-pound sack on February 4. Three weeks later, on 
February 25, price of the March futures on the Chicago Mercantile Exchange 
registered a low of 87 cents, a drop of 60 percent. During March there was a 
substantial recovery with the futures expiring on March 22 at $1.58 to $1.60. 
Quoting this CEA report: 

“Price movements such as this cannot be justified by supply-and-demand factors 
and must be attributed either to manipulative activity or, as appears to be the 
case in this instance, to a wave of excessive speculation.” 

Further quoting the CEA report : 

“At that time (early February), informed market opinion was expressed that 
this interruption in the orderly process of marketing onions would result in a 
delay in disposing of the old crop, with a resultant shrinkage and deterioration 
which might be expected to have a disastrous effect upon the market.” 

During the spring of 1956 a series of breaks drove the market down to 10 cents 
per 50-pound bag before trading ended in March. Empty new bags cost 20 cents 
each or twice the level of the futures market. These breaks are spectacular but 
small breaks are maneuvered from time to time throughout every trading season. 
During the current season breaks varying from 15 cents to 30 cents per 50-pound 
bag in 1 day have occurred. Again quoting the CHA reports: 

“It is clear that futures trading in onions has widened and accentuated price 
mo ements over short periods of time within a marketing season.” 

Such wild maneuvering in onion futures as I have described tends to create in 
the public mind distrust of all futures markets, even in the staple, large volume 
commodities. 

Such raids on the onion-futures market constantly disrupt and depress cash 
markets. During delivery months for several years, the futures price has been 
consistently below cash markets, constantly pulling them down. The only excep- 
tions to this have been short periods, since the introduction of the current legisla- 
tion, when the exchanges were attempting to make the futures picture appear 
attractive. 

When breaks such as the one a year ago occur, growers find the value of 
their remaining stock on hand suddenly cut to as little as a third of its previous 
value, shippers find business completely disorganized and receivers suffer on all 
stocks on hand or shipments en route. 

Several changes have been made in exchange regulations to supposedly 
correct the evils. None of the changes have so far eliminated the situation 
that the onion futures market is in the control of a small group of individuals ; 
none of the changes have altered the fact that the onion futures can be and is 
frequently driven down at the whim of a small group. It must be noted, too, 
that no corrective changes were made until forced by the pressure of the current 
legislation. These changes are made only by the governing bodies of the ex- 
changes and can be, and will be, reversed if the pressure is removed. 

The nature of the commodity itself is such that it makes futures trading im- 
practical and regulation impossible. Onions, compared to the stable futures com- 
modities, are highly perishable. All trading in a season’s crop must terminate 
in March. Perhaps more important is the small volume of the crop which makes 
control and maneuvering by a small group so easy, and regulation so impossible. 
The total northern onion crop of about 30 million bushels is minute compared to 
the volume of staples such as cotton and grains. Even then only a fraction of 
these 30 million bags qualifies as to variety and grade for futures trading. 

The whole system of futures trading in onions with its very high percentage 
of speculation, invloving little or no merchandise, becomes simply bets placed by 
two parties as to whether the price of onions will go up or down. 

It has become common practice to use several devices to depress the market 
in a manner entirely unrelated to supply and demand. The methods are particu- 
larly effective due to the small volume and perishable nature of the commodity. 
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«Once the market is so depressed, the short operators, those who have sold futures, 


reap their profit by buying back at the lower prices, thus canceling out their 
contracts. 

Due to the forces of the true supply and demand situation, the market grad- 
ually recovers a part of the forced drop. The process is then repeated. What 
matter if onions are driven down to 10 cents a bag so long as a profit can be 
made with each maneuvered break? Onions merely correspond to poker chips 
in this enormous gambling operation. The difference is that as the value of the 
poker chips is depressed, the livelihood of the onion growers and shippers is 
jeopardized in a game which they do not want and have no part in. 

Trading in onion futures renders no service, disrupts the orderly distribution 


of an item in our food supply, and seriously undermines the financial status of 


a segment of our farm population. The elimination of onion futures trading 
would fulfill the basic concept of the law—that of restraining our destructive 
tendencies, without violating or disturbing our peaceful, creative activities. 

It is my earnest hope that prompt and favorable action will be taken on the 
pending legislation to eliminate futures trading in onions. 


The Cuarrman. Mr. Baldwin, will you step forward, please, sir. 


STATEMENT OF VERIL BALDWIN, PRESIDENT, NATIONAL ONION 
ASSOCIATION, STOCKBRIDGE, MICH. 


The CHarrman. Will you identify yourself for the record, Mr. 
Baldwin. 

Mr. Batpwin. My name is Veril Baldwin, from Stockbridge, Mich. 

I am an onion grower and shipper and president of the National 
Onion Association. 

I was surprised when I learned that new hearings would be held. 
However, we appreciate the interest and the caution indicated by a 
desire for more information and perhaps an opportunity for more 
questions. Each visit we make to Washington we are increasingly 
impressed with the searching desire on the part of the legislators for 
facts and also impressed w ith their ability to understand and evaluate 
such facts. 

Deviating from the statement, most of this array of witnesses that 
we have were not even asked to come here. When it became known 
that the hearings were to be held, the spontaneous response was im- 
mediate. And we found, as leaders of the National Onion Associa- 
tion, that our job was to discourage these witnesses coming here 

rather than to encourage them. These witnesses are here because 
they are personally interested and have deep convictions on the 
subject. 

I hope that time will permit them to be heard. Some of them 
are without written material, but they are very interested. That is 
the reason they are here. We have cautioned them to be brief. 

The Cuarrman. Mr. Baldwin, were you in favor of placing onions 
under the Commodity Exchange Act ? 

Mr. Batpwry. No. 

The Cuarrman. You opposed it? 

Mr. Batpwin. I opposed it. I was at the meeting where it was 
first suggested about 15 years ago in Canton, Ohio. I was there. 

The Cuairman. You know Congress put it in at the request of the 
onion trade 

Mr. Batpwry. Excuse me. I am afraid I did not understand your 
question. Did you ask if I was in favor of it being put under the 
CEA regulations? 
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The Cuamman. Right, Commodity Exchange Authority. 

Mr. Batpwry. Excuse me. I was, definitely in favor of it. 

The CHarrmAn. You thought it would cure all evils, that is what 
we were told, and apparently, it has not. 

Mr. Barpwin. That is right. 

The Cuatrman. Now you want to try something else? 

Mr. Batpwiy. That is right. 

The Cuarrman. That is what makes us inquisitive. If you were 
right 5 years ago, 6 years ago, I would like to know what has caused 
the change. You may proceed with your statement. I presume your 
reasons are included in your statement. 

Mr. Baupwiy. I would like to dispose of that thinking. We suf- 
fered along with this problem for 10 years. And we were told con- 
stantly that there was nothing that we could do about it, and finally 
we were advised that the only thing that could reasonably be done 
about it would be to put it under CEA control. That was a logical 
step, it appeared, to take. Most people would vastly have preferred to 
have legislation to prohibit futures trading in onions, but they were 
convinced, and perhaps rightly so, that an attempt to control it would 
be the logical step. That is why we proceeded as we did. 

Does that answer it partly / 

We are glad to come to Washington as often as requested. I would 
like to point out that the National Onion Association has no funds for 
carrying out prolonged legislative efforts and to state that no expenses 
of any witnesses have ever been paid by the association except that of 
its secretary. 

In contrast to this, the opposition boasts of millions of dollars avail- 
able to spend in opposing this legislation and solicits their witnesses 
with a promise that they will be entertained royally and “it won’t cost 
you a cent.” 

In appearing here I represent, in addition to the National Onion 
Association, the following organizations that have taken a definite 
stand in support of legislation to eliminate onions from futures trad- 
ing: 

1. The Michigan Muck Farmers Association. 
2. The Michigan Onion Growers Association. 
3. The Wisconsin Muck Farmers Association. 
. The Michigan Agricultural Conference, consisting of 88 organized groups 
with approximately 60,000 members. 
5. The Michigan Vegetable Council. 
. The United Fresh Fruit & Vegetable Association, with over 5,000 members, 


5 
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many of whom are dealers, distributors, and receivers of onions. 
7. The Indiana Muck Crop Growers Association. 
g 
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8. The Western Growers Association. 
9. The Associated Colorado Growers & Shippers. 
10. The Indiana Potato Growers Association. 
11. The New York State Vegetable Growers Association. 
12. The Texas Citrus & Vegetable Growers Association. 
13. The Idaho Growers & Shippers Association. 
14. The Southwest Idaho Growers Association. 
5. The Malheur County Onion Growers Association. 
16. The Hollandale Marketing Association. 
17. The Southern Minnesota Vegetable Growers Association. 
18. The Colorado Onion Growers Association. 
19. The Colorado Growers & Shippers. 
20. The Oakfield & Elba Growers Association. 
21. The Oswego Vegetable Growers Association. 
22. The Colorado Potato Growers Exchange. 
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23. The Chicago Carlot Potato Dealers. 

24. The Olathe Potato Growers Association. 
25. The New York State Farm Bureau. 

26. The Ohio State Farm Bureau. 

27. The Michigan State Farm Bureau. 

28. The Indiana State Farm Bureau. 

29. The Wisconsin State Farm Bureau. 

30. The Iowa State Farm Bureau. 

31. The Minnesota State Farm Bureau. 

32. The Colorado State Farm Bureau. 

33. The Utah State Farm Bureau. 

34. The Idaho State Farm Bureau. 

35. The Oregon State Farm Bureau. 

36. The Washington State Farm Bureau. 
37. The California State Farm Bureau. ° 


In addition, the American Farm Bureau Federation, the Vegetable 
Growers of America and the National Association of Commissioners, 
Secretaries and Directors of Agriculture from all 48 States have 
strong resolutions condemning ‘the practice of futures trading in 
onions, and, I understand, plan to have representatives testify during 
these hearings. 

Market or rganizations and onion operators in the following ter- 
minal markets authorized the National Onion Association to rep- 
resent their interests at the Senate Agriculture Subcommittee hearings 
on futures August 12, 1957: 


1. Washington, D. C. 9. Indianapolis, Ind. 

2. Philadelphia, Pa. 10. Albany, N. Y. 

3. St. Louis, Mo. 11. Chicago, Il. 

4, Pittsburgh, Pa. 12. Minneapolis, Minn. 
5. Portland, Oreg, 13. Boston, Mass. 

6. Cleveland, Ohio. 14. Providence, R. I. 

7. Jacksonville, Fla. 15. Salt Lake City, Utah. 
8. Buffalo, N. Y. 


We have on file with the House Agriculture Subcommittee peti- 
tions with thousands of names supporting legislation to prohibit 
futures trading in onions. 

[ represent over 120 organized groups and, together with other 
representatives of national organized groups here, we represent mil- 
lions of paid members. 

In the face of this formidable array of organized strength, the 
opposition in previous hearings has had the audacity to raise the 
question as to whether or not we represent the onion industry. The 
onion industry is admittedly a small industry. The Nationa Onion 
Association is likewise a small organization, but it has more paid 
members today than ever before in its history, and is the only or- 
ganized group representing the onion industry. 

It is a fair statement that practically every bushel of onions pro- 
duced in the United States is produced or handled by members of 
the National Onion Association, or by other groups we represent 
here. 

Futures trading in onions was forced on the onion industry over 
strenuous objections from growers and shippers. In the past 10 
years it has perhaps caused more hardship, dissatisfaction, and un- 
favorable publicity than such trading in all other commodities com- 
bined for the past 40 years. 

The Cuairman. This method has been going on, I think, as you 
stated, for quite a few years ? 
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Mr. Batpwin. About 15 years. 

The Cuarran. I believe that that is what brought about the move 
to place onions under the Commodity Exchange Authority. 

Mr. Batpwiy. That is right. 

The Cuatrman. That we did. Now, in the report that I placed in 
the record at the beginning of the hearing from the Department of 
Agriculture signed by Mr. ‘Benson, he has a significant sentence: 

“Should 3S. 1514,” which is the same as the other bills that are now 
before us, “receive the approval of the Congress, however, we are of 
the opinion that its enactment would not significantly affect the mar- 
keting or distribution of onions.” 

What have you to say to that ¢. 

Mr. Baupwrn. I have this: That we have had during these various 
hearings expert advice from many people, such as you have just 
quoted, and from other Government agencies, and from other —- 
posed experts and men of great learning such as economists from the 
universities. They are all experts. 

But let me say this: Who is a better expert to say how it affects the 
market than the people who have spent a lifetime in the onion busi- 
ness? Are these gentlemen that you quote the real experts? Or are: 
they the people who have made and have lived with the onion industry 
for a lifetime ? And those experts, Senator, agree almost wnani- 
mously on this subject. 

The Cuatrman. Mr. Baldwin, the thing that confuses me is this: 
You and others in 1955 asked Congress to put this under the Com- 
modity Exchange Authority because of the situation that existed 
before that time. All of you experts—you were an expert then, I 
presume, the same as you apparently are now—said that action would 
do the trick, but it did not. 

Now, what this committee would like to find out is: What evidence 
have you to prove, except the fact that you grow the onions, that what 
you claim this bill will do will be : accomplished ? 

That is what we would like to know. 

I want to say this further: Senator Neuberger stated a while ago 
that the fact that other commodities are under the ¢ ‘ommodity Ex- 
change Act, it would not follow that onions should be. Some of these 
are soybean oil, grain sorghums, wheat, oats, rye, flaxseed, soybeans, 
eggs, and potatoes. Now, potatoes are perishables. Would you want 
to take potatoes out ? 

Mr. Batpwin. Potatoes are not a matter of discussion here— 

The Cuatrman. I know, but I am taking the negative here just to 
get your view of it. You have got a lot of people, potato people, that 
may want to get from under the provisions of the Commodity Ex- 
change Act. 

For example, take the egg market and the butter market. Now, 

a precedent is established to remove your commodity from bedi 
under the Commodity Exchange Act and prohibited from being 
traded in organized m: arkets, what effect will it have, in your opinion. 
in getting those who produce eggs and potatoes and other perishable 
commodities from coming to Congress and asking the same thing? 

Mr. Batpwiy. Well, my answer to that would be: Just because ad- 
mittedly in more stable commodities that we all admit that they do 
serve an economic use, does it naturally follow that it is impossible 
for other commodities to fall in a different category ? 
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Now, you have mentioned eggs and butter as being very perishable, 
and potatoes. 

The Cuatrman. And potatoes. 

Mr. Batpwriyn. I want to make the point that onions are more perish- 
able than any of them. Onions are more perishable than eggs and 
butter. Eggs and butter can be held in storage longer and with less 
deterioration and with less difficulty than onions. 

The Cuarrman. With less expense, too, I presume? 

Mr. Batpwin. Not expensewise. I mean so far as quality and 
length of time and so forth. 

Senator Tuyr. Mr. Chairman, I agree with you definitely on the 
question of storing eggs and butter. Potatoes, however, are strictly 
a seasonal proposition. You cannot carry potatoes over from one 
year to another. 

Mr. Batpwin. No. But you can carry potatoes in storage with 
less difficulty and a little longer season on potatoes than onions. 

If you have to classify the two—and I am interested in both of 
them, and have been interested in them all my life—onions are more 
perishable and more difficult to store and handle than potatoes. 

Senator Ture. In order that any question that I may ask not be 
misunderstood as being opposed to the legislation, I have told my 
Minnesota gr and there are some of them in the room here— 
after several conferences last year, and conferences in November, 
I cleared with my Minnesota growers and said that I would support 
the legislation. 

Some growers in Minnesota had opposed the legislation. They 
thought it not wise. But in order to have unity among the grow- 
ers they said: “Well, Senator, if you desire to support the legisla- 
tion, we will not hold it against you.’ 

Therefore, I am in support of the legislation. If I ask questions, 
it is entirely on the basis, like the chairman, Senator Ellender, of 
trying to get the most constructive evidence into the record to sup- 
port the legislation if it is voted out, and to support whatever action 
is necessary on the floor of the Senate. 

But the question that constantly comes up in my mind, in behalf 
and in the welfare of the onion grower, is this: that prior to this 
oes on the mercantile exc hange, you had your difficulties, too. I 

‘an recall when carloads of onions came in on the track in some of 
the large metropolitan centers, and the market might have been over 
$2 a hundredw eight, and before the bidders got through, they actually 
had highjacked them on the track by delaying and delaying until 
the onion threatened to deteriorate. They were finally sold at only 
a fraction of what the market had been at the time that the cars had 
been put onto the siding. 

It was for that reason that operations on the mercantile exchange 
were thought desirable. 

What will our experience be, now, if that is the history, then will 
it be the history tomorrow? If we eliminate the futures market, will 
you find that you have more abuses under this act than you had be- 
fore the enactment of this proposal ? 

Those are questions that I am asking. 

Mr. Batpwrtn. Senator, they are very pertinent questions. And 
the purpose of us being here is just as you say, to ask these questions 
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and determine the facts for the record and for our own satisfaction. 
I certainly welcome all those questions immensely. 

Now, to start answering you there, if I may, the onion industry 
has been notorious in its history of fluctuating markets, we know that. 
All of the evils and the troubles of the onion industry do not center 
around this problem of Mercantile Exchange trading, we know that. 

There are very few people in the onion industry but what would 
agree that there are problems other than the problem that we are 
discussing here. However, the consensus of opinion of the onion 
industry, the people who have made the onion industry their liveli- 
hood for a generation, and certainly for the last 15 years during this 
experiment, they are almost unanimously of the opinion that. the 
practice as a whole has been detrimental and that the fluctuations 
have been worse, regardless of some expert opinion expressed other- 
wise, that the fluctuations and the abuses have been w orse under this 
practice of futures trading than it was before. That is the opinion 
of practically everybody in the onion industry. 

Some of the things—this is not in the script—but some of the 
things that go on to motivate that market—on the Chicago Mer- 
cantile Exchange, for instance, there are things that we know, there 
are things that we have known, and there are things that we suspect, 
many things that we could not reduce to writing. We do not dare 
say in public some of the things that we know that go on to motivate 
that market. You could not believe some of the things that transpire, 
some of the things that we know, and we do not dare mention them. 

The Cuarrman. Are they in violation of the rules and regulations 
set out by the Commodity Exchange Act? If they are, it is your 
duty to bring that. to the attention of somebody. 

Mr. Batpwin. That is what I tried to do. We have been 4 years 
in that process. That is what we have attempted to do. But there 
are things that you know that are impossible for you to bring out in 
the open. 

The Cuatrrman. Why? 

Mr. Batpwin. It is extremely difficult. 

The Cuamman. Why? Because you cannot prove it? 

Mr. Batpwin. Yes; such things as that. 

The CuHarrman. Well, are you simply suspicious of things / 

Mr. Batpwin. There are some things that are known that are more 
than suspicious. I did not intend to get started in that direction. 
It might have been a mistake to even mention it. 

The CuHarrman. Let me ask you this. What has the supply and 
demand to do with onion price conditions now? Aren’t more onions 
being produced than ever? May that not be your trouble? 

Mr. Batpwin. That is not our chief trouble. It is one of our 
troubles, certainly it is one of our troubles. We are plagued with 
oftentimes overproduction. But we have instances, and they will 
be brought out here, and one of them is in my script, we have instances 
where our problem is not overproduction, it is not excess supplies, 
and yet me are disastrously affected by the bearish effects of the 

market. 

We have very concrete examples of that. 

The Cuarrman. I see. 
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Mr. Batpwin. I do not want to leave this subject, Senator, that 
you brought up about the CEA control and the fact that we in the 
onion industry requested that. Let me again restate that. I tried 
to answer it a moment ago. 

There were a few people in the onion industry who felt at the time 
when we asked to have the futures trading brought under CEA 
control, there were a few people that thought that that was the 
answer to all of our problems. They were convinced that that was 
the only logical thing that it would be possible for them to do. 


The Cuarrman. I am with you, in any event, at protection that 
I believe can be done. 


Proceed, Mr. Baldwin. 

Mr. Batpwin. Forced to accept futures trading in onions, the 
onion industry for many years insisted that the mercantile exchange 
modify and improve its onion futures operations. The stock answer 
and attitude was that they were in a legal] business to stay, that they 
had millions of dollars to spend to protect their rights, and that the 
little people in the onion business would just have to learn to live 
with it. 

We have no criticism or objection to futures trading in other more 
stable commodities where real services of economic value are rendered. 
We do think that the tremendous unfavorable publicity pertaining to 
futures trading in onions for many years has discredited all futures 
trading and, if continued, will always tend to discredit, in the eyes of 
the public, futures trading in more suitable commodities. 

Futures trading in the more stable commodities of great volume— 
grains, cotton, rubber, sugar—is essential to the economy of the in- 
dustries involved. 

As Senator Potter so ably stated on the Senate floor on February 
26, hedging on the part of both producers and buyers in the stable 
commodities lends stability to the industries concerned. 

This is definitely not true in futures trading in onions. Because 
the onion crop is relatively very small in volume and perishable in 
nature, it is possible for a small group of speculators to effectively 
control the behavior of the futures market. Little actual hedging is 
practiced. According to a Commodity Exchange Authority report, 
as of October 31, 1957, less than 5 percent of all futures trading in 
onions can be classed as true hedging—over 95 percent of all con- 
tracts speculative. 

Neither does futures trading in onions lend any stability to the 
market. Again from an earlier CEA report I quote: 

It is clear that futures trading in onions has widened and accentuated price 
movements over short periods of time within a marketing season. 

Onions are not processed or used in manufacturing to any extent, so 
buying to hedge for future use is almost nonexistent. The average 
grower cannot successfully use the market to hedge his sales. 

Futures trading in onions actually renders no real service, economic 
or otherwise, as does futures trading in more stable commodities. 
It is so evident on the part of our opponents that when they contend 
that futures trading is goood for the onion industry, they have an 
ulterior interest in the fabulous brokerage revenues. 

After living with futures trading in onions for 15 years, it is the 
honest, sober, studied opinion of practically everyone in all phases 
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of the onion industry that futures trading in onions serves no useful 
purpose, is unbelievably disturbing to orderly marketing and is detri- 
mental to the industry, with no selfish or ulterior motives applying. 

Futures trading in onions has become a great factor in the onion 
business. Most people in the business think it is a very bad and 
undesirable factor. 

A question has been asked, why do some onion people use that 
market if they think it is so bad. Now, there are many people, there 
are many of these witnesses here in this room who have had at many 
times commitments on that market, and yet they are here as witnesses 
against it, and contend continually that it is bad for the onion indus- 
try. And I myself belong in that category. 

Now, why do they use it if it isso bad? I will tell you why. They 
all know, the people who are producers and handlers of onions, they 
all know that on the dow nswings of the market that prevail generally 
and usually during the delivery months, that on the downswings of 
that market they are penalized on their cash holdings, and they are 
convinced that if they stay in business that it is necessary for them 
to avail themselves of any upswings in the market in order to protect 
themselves from the downswings. 

In other words, they are forced to use something that they do 
not approve of. 

I have been convinced for some time that since onion growers are 
subject to the depressed prices caused by futures trading, they must 
avail themselves of the upswings in the market if they are to stay 
in business. I have used this policy in my own business with some 
success. 

I make this statement to counteract the opposition’s contention 
that only those who have lost money on the board are opposed to it. 
However, the majority of onion growers, for various reasons—lack 
of finances, lack of information, and small size of operation—are un- 
able to use the services of the board but are victimized by its adverse 
effects. 

Senator Tuyr. May I ask a question at that point. 

What is the cost to the grower? I want the record to reflect that. 
I have been told it, but I would like it stated for the record. 

You have made the statement here that the small grower cannot 
make use of it. 

Mr. Batpwin. The answer to that, Senator, would be that the cost 
for the average grower, unless he is a member or an associate member, 
the cost to the grower is $22 per car, if he furnishes the $300 margin 
and if he stands to supply additional margin if the market demands 
it. 

Now, if he is unable to stand—and many of the small growers are 
unable to stand—the risk of additional margin being asked, or in 
many instances, unable to even furnish the initial margin of $300, 
that financing can be done os usually around 10 cents total cost per 
bag, which would be $60 a ca. 

And as someone entestieesbd already here this morning, those con- 
tracts often run maybe only as short as 30 days. They might run 
4 or 5 months, but that is about the longest that any of them run. 
And if you would compute the money cost over that period of time, 
it often runs from 20 to 40 percent interest, which is quite a con- 
siderable amount of money for hedging a cer of onions. 
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I believe that answers you. 

The Cuairman. Mr. Baldwin, about what percentage of the onion 
crop is disposed of by the farmer at the time of harvesting? 

Mr. Batpwin. Well, it is disposed of—I do not know as I get 
your 

The CuatrmMan. Well, it is in the hands of people other than the 
farmer, speculators and buyers, such as chainstores. 

Mr. BaLpwIn. Well, the chainstores usually have none, there is 
practic: lly no storing by them. 

The Cuamman. Who does the stori ing? 

Mr. Bautpwin. The farmers almost entirely. And that is one of 
the evils of the futures market: that it discourages, it discourages 

cash buying on the part of cash speculators. Cash speculators are 
good. T hey get their money tied up in these onions, they buy them 
and put them 1 in storage, they are their onions, that is wonderful, they 
are interested in a constructive market. That is good. 

It is only in a futures market that you can make money by de- 
pressing the market, and that is bad, and that is why we are opposed 
to it. When you get a speculator involved, or he has money in onions, 
that is wonderful, he is a booster. It is only in a futures market that 
he can make money by depressing the market, and that is what is 
the matter with it. 

Futures trading is unbelievably disrupting to the cash market dur- 
ing liquidation months. All value gained from a hedging program 
is usually offset by the chaos and loss during liquidation time. 

I have long been convinced that futures trading in onions was 
detrimental to the onion industry. 

In February 1957—this, Senator, is along the subject that we were 
discussing—onion prices on the mercantile exchange were forced down 
from a high of over $2 to 85 cents in 3 weeks’ time. This rapid 
decline was brought about even though stocks of onions on hand 
throughout the country were not adequate to meet normal needs until 
the spring crop was ready. This drastic price break resulted in com- 
plete ¢ haos in cash markets, even to the point of recognition in bulle- 
tins issued from several brokers’ offices. Onion movement tempo- 

rarily came to a standstill and formerly light supplies began to back 
up and became burdensome. 

You just have to be involved in the cash market activity to con- 
ceive of the magnitude of that influence, it is unbelievable, you just 
cannot hear somebody talk about it and comprehend it; you have to 
experience it. 

The Cuatrman. What do you consider a fair price—what would 
you have considered a fair price in February for, say, Bermuda 
onions 4 

Mr. Batpwry. Well, they are not Bermuda onions, but that is 
immaterial. For northern grown onions, the kind we are talking 
about here, the price from February 1 to the end of the season should 
never be less than $2 a bag. They reached $2, $2.20 a bag, and imme- 
diately started to decline, but they never should have been less than 
that. We know that now 

The Cuarrman. What is it now? 

Mr. Batpwin (continuing). The price is high. 

The Cuarrman. To the farmer? 











144 ONION FUTURES TRADING 





Mr. Batpwin. To the farmer, right now 98 percent of the old 
onions that the farmer owns, or anyone else owns, has gone to the 
market. Ninety-five percent of the onions by March 1 had gone to 
the market. 

Senator Tayr. What did they sell at per hundredweight ? 

The Cuatrman. What are they selling at now? 

Mr. Batpwin. The point I want to bring out, if I may, is the price 
of onions—and I touch on that a little De, but I will digress— 
the price of onions for the last 3 weeks has been sharply advancing, 
and it is high now. 

The Cuarrman. To the farmer? 

Mr. Batpwin. It is between $5 and $6 a hundred to the farmer 
right now. But 98 percent of those onions had gone to market; 
95 percent had gone to market by the 1st of March. 

Therefore, those who participated in the advance would be ex- 
tremely trivial. And had it not been for the depressing effects of 
the futures market, those onions would have been a dollar a bag higher 
than they were from Christmas until March 1, because conditions 
justified it. But the depressing effects of the futures market pre- 
vented it from happening until practically the last car was gone. 
Then it went up explosively, which is not a good thing for anybody. 

Senator Ture. What were the prices at the markets last fall at the 
time that the harvest was on? 

Mr. Baipwin. $1.25 to $1.40 a bag, f. 0. b. And they figured that 
the cost of production, the cost of production is $1.50 a bag. 

Senator Ture. Yes. 

Mr. Batpwrn. So the fall prices during that investigation were 
generally a trifle under the cost of production. 

Senator Tre. Yes, sir; and then after the onions moved into the 
warehouse, the market rose to a point where it is now $6? 

Mr. Batpwin. That is right. But that rise should have been grad- 
ual, it should have come through November and December and Jan- 
uary and February, but it did not come until the 20th of February. 

Senator Tuyr. Why would it have lagged that long? 

Mr. Batpwin. I will tell you why 

Senator Tuye. I think it was the frost in the South, the inclement 
weather that caused a deterioration and an inability to harvest and 
ship. 

Mr. Batpwin. That was a big factor. And I mention that in here, 
too. But the point I would lke to make is that the price of these 
onions, due to the statistics and the supplies on hand, and the ad- 
verse weather that you mention in the lower valley of Texas—those 
contributing factor were evident the first weekend in January. 

Senator Ture. Now then, how could a person have protected him- 
self? If I were a grower and say that I had a hundred cars and I 
put them in the warehouse—how could I have protected myself to 
have derived some benefit out of this rise that occurred in the winter 
or in February ? 

Mr. Batpwin. The only way that you could have benefited would 
have been to hold those onions excessively long. Now, if the futures 
market would rise abnormally, such as it should according to theory, 
then you might have been able to have benefited from that. 

But the futures market did not rise, and the reason it did not rise 
and the reason it would not rise, is because the history for the last 
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10 years has been that there is no money to be made on the long side 
of the market; that it is easy to manipulate the market on the down- 
side of the market; and all the money is to be made on the downside 
of the market. Therefore, it never rises enough so that you have an 
Sppostunity. be hedge. 

Senator Tuyr. That is the reason I am trying to get some under- 
standing here. The mercantile exchange was in operation, and if a 
person wanted to avail himself of it, could he have hedged, so that he 
would have been in a position, even though he had the onions in his 
warehouse, to have used the mercantile exchange in his operations to 
have taken advantage of this rise that occurred ? 

Mr. Batpwin. The answer, Senator, is that if the market had ad- 
vanced to the point where it would have been profitable for him, if it 
had advanced substantially due to the supply on hand, the shortage 
of the supply on hand, and due to the inclement weather in the 
South, if it had advanced, he could protect himself. It did not ad- 
vance, and it would not advance. The reason it would not advance 
is the reasons that I just said. 

The Cuarmman. The fact remains that the fellow who kept his 
onions this year is going to make money on them. 

Mr. Bauipwin. That is right; but you cannot hold all the onions. 
There is a shrinkage factor; there is a storage factor; and there is the 
factor of physical work. 

The CuHairman. Suppose what you are contending for is passed, 
what steps will you take to see to it that there is an orderly distribu- 
tion of onions ? 

That to me is the guiding factor in keeping the prices stable. It is 
to see to it that the onions produced are fed to the market orderly. 
Lf you do not do that, you will have chaos. 

Mr. Batpwin. The answer to that, Senator, is that 

The Cuarman. I do not see why you cannot do that even under 
this act with CEA regulations. Now, I am just taking the negative 
now. I want to draw you out on that. It strikes me that if the onion 
producers were to get together and market their own product in an 
orderly way, particularly when you have so few of them in the busi- 
ness—I do not mean so i but onion production of any consequence 
is in about, how many States—4 or 5? 

Mr. Baupwin. It is more like 24. 

The CuarrMan. I mean big producers. 

Mr. Bautpwin. Eighteen. 

The Cuarrman. Well, it is bigger than I thought, but it strikes me 
that through cooperative effort you would find a way out, and with 
or without CEA regulations. 

Mr. Batpwrn. Senator, you have asked the question of what can 
they do to assure the onion industry of an orderly marketing system. 
The answer is this: Remove the thing that the onion industry has 
unitedly agreed is the most disturbing element to orderly cash mar- 
keting. That is why we are here today. 

The Cuairman. All right. I heard that same argument 5 years 
ago when you came before this committee and said, “Put us under 
CEA regulations and all will be fine,” but it has not worked that way. 

Mr. Batpwiy. That is right. } 

The Cuarrman. Well, who is right now ? 
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Mr. Baxtpwin. I do not think there is anything particularly in- 
consistent about that. I have said here several times that that was 
the only logical step that it appeared likely for the onion industry 
to pursue. 

The Cuamman. You see, you apparently made an error 5 years ago, 
and now you are coming back to correct that. The Department of 
Agriculture, which I believe has quite a few fine experts who watch 
these markets, has said that even if this bill is approved, it would not 
significantly affect the marketing or distribution of onions. 

Mr. Batpwin. Well, I go back to this thought. Who are the 
experts ? 

The CuarmMan. Well, here we must be guided by the testimony of 
not only the producers, but others who would be affected by this pro- 
gram. That is why I am very hopeful that we will be furnished po- 
tential arguments that this change will do the work, and I am for it 
if it will. 

As chairman of this committee—I am not speaking for the com- 
mittee as a whole—but if there are any others in the Senate who are 
more devoted to the farmer than I am, I want to see the color of 
their eyes. I want you to make a good case here, so that when those 
who oppose it appear here next week, I will be prepared to take the 
other side and draw from them their views. That is the only way 
we can get the facts and get them in such a way that we can submit 
an intelligent proposal to the Senate. 

Proceed, sir. 

Senator Ture. I only have one question, and that question is: How 
did the man operating on the mercantile exchange depress prices’ 
What was his action? In what manner did he use the mercantile ex- 
change to effect a depression on the market in this past year? 

The grower at the time that he was harvesting onions was com- 
pelled to sell at a loss if he was not equipped to warehouse. The pick- 
ing, the baging, and the other costs involved were in excess of what 
the returns were as of that month. 

Now the market is offering $6 a hundredweight, is that right, $6 a 
hundredweight ? 

This has come about since about the 20th of February. How did 
this operator manipulate the market so that it has had this advantage 
to him, if that is the case, or is the advantage reflected to the opera- 
tor that had the warehouse facilities and had the courage to hold his 
onions to this particular date ? ’ 

How did the man operating on the mercantile exchange manipulate 
it? 

Mr. Baupwrn. I think, Senator, the answer to that is this: I men- 
tioned it before, and I will mention it again. The history of the ef- 
fects t 

Senator Ture. I know, but how did he manipulate that market to 
bring about this particular rise February 20? We can expect that by 
February 20 much of last fall’s crop was already out of the hands of 
the growers, and somewhere in transit, or somewhere in the whole- 
salers or distributors’ channels. It must have been, because I just 
would not believe that you would be holding your onions against the 
possibility of competing with the southern crop when it commenced 
to come in. 

But how did they manipulate it? I cannot see through it. 
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Mr. Batpwin. You mean how did they manipulate it up? Is that 
the question ? 

Senator Ture. I do not know how they operated, and I am trying 
to get the example of how they operated. 

Mr. Batpwin. You are asking how they operated the market up? 

Senator Tuyr. No. I am asking how they influenced it, what did 
they do that influenced the market 4 

Mr. Batpwin. I think the answer to that, Senator, is this: There are 
two things that happened there. The question should be: Why did the 
market stay as low as it did as long as it did, and why did it rise as it 
did as violently as it did ¢ 

The Cuarrman. Answer the last question; that is the question. 

Mr. Baupwin. I will tell you why: Because the long-range effect of 
the board had depressed the omiot so long, the history of it had 
depressed the market so long, that the manipulator did not manipulate 
this market up; it was a spontaneous thing that had to come, because 
of the physical supply of the onions. 

The Cuamrman. What became of the onions, though, were they 
physically in existence ¢ 

Mr. Batpwiy. They are in the process of being merchandised. The 
people who manipulate the board are not necessarily the owners of the 
onions. The farmers own most of these onions from beginning to end. 

Senator Toye. Do they still own them now ? 

Mr. Batpwin. Yes. 

Senator Tuyr. Then they, of course, are the beneficiaries of having 
the $6 onions in the warehouse now. 

Mr. Batpwin. That is right; 2 percent of them do. 

Senator Ture. Then 98 percent of the onions are going through? 

Mr. Batpwin. That is just the problem. 

Senator Tuye. Ninety-eight percent of the onions have left the 
growers’ warehouses; is that right ? 

Mr. Batpwin. Certainly, and they have been—— 

The CuHarrMan. In whose hands are they ? 

Mr. Batpwin. They are in the consumers’ hands; they are gone, 
eaten up. 

The Cuarrman. Is that why you have a high price—supply 
demand ? 

Mr. Batpwin. That is right. That is what we want, supply and 
demand, without the distortion of manipulation, which interferes with 
supply and demand. 

The Cuairman Why can you not attain that? You say that all of 
the onions, practically, are in the hands of the grower, they stay in the 
hands of the grower. Why would it not be possible to have these 
onions disposed of in an orderly way by the farmers through coopera- 
tives, or some methods of that kind ? 

Mr. Bautpwin. Well, one of the reasons is the reason we have here. 
because we have to overcome the unbelievably disturbing aspect of 
speculators. 

The Cuatrman. All right. Proceed with your statement. 

Mr. Batpwin. The Commodity Exchange Authority report on this 
period of trading states: “Price movements such as this cannot be 
Justified by supply-and-demand factors and must be attributed either 
to manipulative activity,” or, as appears to be the case in this instance, 
toa wave of excessive speculation. 
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In 1956 the board price of a 50-pound bag of onions was driven 
down to 10 cents, a value less than one-half the cost of the empty 
bag in which the onions were packed. Cash markets were dragged 
down to lows of 25 and 30 cents at this time. 

The opposition has brought out the fact that onions fluctuated 
and were cheap before futures trading existed. However, I would 
like to point out that a bag of onions for 50 cents today is vastly 
different from a bag of onions at 50 cents 15 years ago as the cost 
of production has trebled. The value of 50 cents is only about a 
third of what it was about 15 years ago. Further, I remember no 
history of prices, even in depression days, equal to the 10-cents-per- 
bag record established on the Chicago futures market. 

Onion futures traders have learned that it is much safer and easier 
to make money on the bear side of the market. This, of course, dis- 
courages buyers so that for months this past season the futures market 
was lower than statistical facts justified and, of course, the cash market 
was likewise lower. 

This was especially evident through January and the first half 
of February 1958. The first Saturday in January the stocks on hand 
or holdings of onions came out, which could be interpreted in no other 
way except bullish. Over the same weekend unprecedented abnormal 
weather prevailed—that is what you mentioned, Senator, unprece- 
dented abnormal! weather prevailed—in the lower Rio Grande Valley. 
A combination of the holdings report and the Texas weather without 
the board would have certainly resulted in a substantial advance in 
cash prices. 

However, with the board, what happened? The news was unques- 
tionably tremendously bullish so the board had again to do the ridicu- 
lous—which isn’t the first time—it fluctuated considerably, was up 
as much as a quarter a bag, and then closed 4 cents less than the pre- 
vious close, on a weekend of the most bullish news I have scarcely 
ever seen pertaining to an onion situation in 20 years, the market 
closed less than the previous close. That is another example of how 
the market can be held and controlled by a few determined traders. 
The bears were not yet ready for an upswing in the market. And, 
again, supply and demand had nothing whatever to do with the 
market. 

We have contended all the time, Senator—and we go back to your 
thought of when we were negotiating with you for the CEA to have 
control of futures trading—we have contended all the time, and there is 
no inconsistency there, that onions just don’t lend themselves to futures 
trading for various reasons. 

Throughout January and the first half of February prices, both 
board and cash, were held down out of all proportion to supply and 
statistics, mostly because trading history for the past 10 years had 
taught a burning lesson that there is no money to be made on the long 
side of the market. This has cost the onion industry millions of 
dollars each year. By the middle of February, after 90 percent of 
the onion holdings for the season had gone to market, it began to be 
compellingly evident that the country was going to run out of onions 
and it was no longer possible for bearish speculators to hold it down. 
Price rose abruptly almost 100 percent. 
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The point to make here is that prices should have been advancing 
jamal over a period of several months due to the actual supply 
situation and clash have benefited many in the onion business. In- 
stead, the board prevented such action by the cash market and thus 
deprived the holders of cash onions the benefit of better prices for 
their merchandise. 

Futures trading results in overproduction by giving some growers 
encouragement to plant through early quotations that are attractive. 
Especially, it brings overproduction through broker financing to 
stimulate brokerage income and provide onions under the brokers’ 
control during delivery months. The CEA report of October 31, 1957, 
stresses the practice of brokers financing growers to increase produc- 
tion and acreage, thus giving them additional onions under their 
control for speculative purposes. 

The point has been made that eliminating futures trading in onions 
will destroy a market for onion growers. Tothing could be more in- 
correct. The futures market is not a market for onions. It’s a market 
trading in paper contracts that seldom result in carrying out the actual 
terms of the contract. In the 1956-57 season only 615 carloads of 
actual onions were handled through the Chicago Merchantile Ex- 
change. In a prior season out of 130,000 contracts traded on the mer- 
cantile exchange, only 1,300 cars of actual onions were handled, about 
1 percent. 

Futures trading in onions results in many cars of minimum quality 
onions thrown on the market. 

Senator, you asked the question of what do the speculators do to 
manipulate that market, I mean within the law, within the regulations. 
Already 3 or 4 things I would like to mention right here before it 
gets away from me, and that is, minimum quality onions thrown on the 
market. Now, there again, you have to be in the onion business to 
understand what that means. There is a whole volume of meaning 
right there, minimum quality onions. No one ever delivers onions 
on the board except those who are interested only in the objective 
of depressing the market, therefore, minimum quality onions, that just 
barely make the grade, are the kind of onions that they intentionally 
and purposely ship for the board. 

Not only that, but they ship at that time many cars of onions into 
Chicago that they know won’t make the grade, but the fact that they 
are poor grades of onions, cars sitting on the tracks there serve the 
purpose of depressing the situation. 

The CuarrMan. Who does that, the farmer? The farmer owns it, 
you say. 

Mr. Bautpwtn. Either the farmer does that or the speculator who 
buys those onions, he can buy physical onions. And that is one of the 
reasons for this CEA investigation, loss deliveries, which they are 
not supposed to do. 

The Cuatrman. Why would aspeculator buy onions of the kind you 
say and in turn depress the market so as to get: less? 

Mr. Batpwin. That is easy, Senator, that is how he makes monsy. 

The Cuairman. I would like to find that out—I would like you to 
tell me how a speculator who buys 200 cars of onions at 3 cents and 
then depresses the price a cent and a half makes money on it. 
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Mr. Batpwin. I will tell you how to do it. I am no expert either. 
You sell 200 contracts of onions, you sell 200 contracts of onions 
on the Chicago Mercantile Exchange. And when it comes delivery 
month, you buy out in the country from farmers, anywhere you want 
to, you buy 50 cars of onions and ship them to the Chicago market 
during the delivery month, and you will lose, you might lose a little 
money on those 50 cars, but you will make it up 3 times over on the 
150 cars that you buy back for less money because of the fact that you 
shipped those 50 cars in and depressed the market. That is how 
you make money. ‘There have been millions of dollars made that way. 

The Cuarrman. By the same operator ? 

Mr. Batpwin. Yes; some of it by the same operator. That is why 
he is under investigation. But other people take his place when he 
is gone. 

he Cramman. I may be thick here, but I don’t yet see it. 
Proceed. 

Mr. Batpwin. Futures trading in onions results in many cars of 
minimum quality onions—and under that same provision 

The Cuatrman. Before you leave that point, let’s carry the ex- 
ample one step further, the man had delivered 50 cars, and depressed 
the market. Now, what happened on February 20, if he was still 
short on delivery and the market rose? Didn’t he get into the squeeze 
to a point where he was liquidated, because somebody would say, 
“OQ. K., we want you to make delivery here, we want the onions.” 
Where is he then ? 

Mr. Batpwin. Well, that happens once or twice in 10 years, and 
that is going on right this moment. That is exactly what happened, 
that the shorts are being squeezed. But the longs have been squeezed 
40 times for every once that the shorts have Benth squeezed, is the 
history of that. 

The Cuairman. That is the danger of selling short, if somebody 
says, “Make delivery, please,” and you fail, then you are in rather 
difficult straits. 

Mr. Batpwin. That is right. 

The Carman. You say you have got some of them in that position 
right now ? 

Mr. Batpwin. That is what is going on right this moment. That 
is the reason that the board price today is 50 cents a bag higher than 
the cash price, because it short squeeze, which is a very unusual 
thing. And so far as the onion industry is concerned, a short squeeze 
doesn’t hurt the onion industry like a long squeeze does, because a 
long squeeze reduces the price on all the onions. 

The Cuatrman. Because if he fails to make delivery, then he loses 
all his investment in the futures; does he not ? 

Mr. Batpwry. Yes. He has to buy his way out, and he is in a 
squeeze; that is right. 

Another thing that is done there along that same line, before that 
thought leaves me, what does the manipulator do to depress the 
market ? 

One thing is that the rules are set up such that—and I am not saying 
that they could be set up otherwise, there are reasons why the rules are 
so set up—they are set up that these onions have to arrive and be de- 
delivered in cars, railroad cars. - 
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Railroad cars for onions, and genes for produce, is an ex- 

tremely antiquated method of handling, and very expensive. And so 

when these cars are delivered in Chicago in an antiquated, expensive, 

railroad system of handling, that is another method of how to de- 
ress. 

And still another method of how to depress—and the rules have 
been changed somewhat to alleviate that evil—was the former prac- 
tice, and that is under CEA; no, it isn’t, that was under a voluntary 
regulation by the Mercantile Exchange itself; but before that rule was 
made, it was not unusual for hundreds of carloads of onions to be 
accumulated in Chicago in cold storage and on track that serve as a 
tremendous club on the overall cash market, and very depressing. 

Onions are too small an industry, too perishable, too short season 
to lend themselves to futures trading. This is the sober, studied judg- 
ment of practically everyone in the onion industry. 

Mention has been made of the value of information received from 
trading exchanges. And there again you could write volumes about 
that information factor. It is a well-known fact that misinformation 
to influence the market is one of the biggest factors used by onion 
futures traders. In the words of one associate broker on the exchange, 
“It’s just a good crap game.” The onion industry thoroughly agrees, 
but must add “with loaded dice.” 

We have no criticism of the Commodity Exchange Authority, and 
we admit that they have forced some valuable restrictive regulations 
on trading, but they admittedly have been unable to regulate trading 
in onions to eliminate the evil practices that are destroying the onion 
industry. 

In fairness to the situation, we also admit that the mercantile 
exchange, under this legislative pressure, has adopted some construc- 
tive rules and regulations. However, the people I represent have no 
confidence in the permanency of constructive regulations adopted un- 
der pressure, and they know that exchange members who make and 
change the rules are not interested in a stable market but in a sharply 
moving market with traders changing their positions often, all of 
which brings in additional brokerage revenues. 

I said a little while ago, that you just couldn’t say, you wouldn’t 
dare state some of the things that go on, and I was thinking of that, 
what these traders say and do in order to constantly change the mar- 
ket. There again, volumes could be written on that subject of what 
they do to change and fluctuate the market so that it is conducive to 
bring in additional revenues. They are not interested in a stable, 
constructive market. They want it to fluctuate wildly, traders in and 
out. 

These accumulative brokerage revenues often times exceed the value 
of the commodity traded. I think it was mentioned here today that 
some of these cars could be traded as many as 50 times, that it was 
theoretically possible that all the onions that might be eligible for 
delivery on the board can be traded as many as 50 times, and have 
been. In other words, the brokerage involved against that would be 
some where around a thousand dollars in brokerages only in each 


potential deliverable car, and the value of that car itself might be only 
half that. 
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_ The people I represent want no more time spent in efforts at regula- 
tions and controls, but wish to be free from the effects of a system 
that bleeds the onion industry of millions of dollars and contributes 
nothing but chaos and demoralization to cash markets. 

Previous testimony by the opposition has been most abusive in its 
attacks on the NOA and its leadership, even to the point of character 
assassination type of statements. There have been threats of false 
scandal campaigns, anonymous telephone calls to our homes with all 
kinds of vicious rumors. These we have ignored. The question for 
consideration here is not personalities but the future welfare of an 
industry. The National Onion Association has no apologies for carry- 
ing out the overwhelming mandate from its members, and is working 
for the welfare of the industry in the only democratic American way 
we know. 

The opposition to eliminating organized futures trading consists 
almost entirely of a few people interested in brokerage revenues or 
growers who are financed by board money and under obligation to 
those interested in brokerage revnues and board control. 

There is something drastically wrong with a cause that can produce 
no support or witnesses except those selfishly interested only in 
brokerage revenues. The opposition has produced no support except 
those interested in brokerage revenues or those financed either in 
hedging or growing operations by those interested in such revenues. 

Neither is the opposition able to produce support from a single 
organized group except their own exchange organization. In con- 
trast, we represent over 100 organized groups with millions of 
members. 

In summary, let me stress that fully 95 percent of the entire onion 
industry, as well as the major farm and produce organizations of the 
country opposed the practice of futures trading in onions and support 
the current legislation to abolish the practice, for the following 
reasons: 

Futures trading in onions— 

1. Was instituted over strenuous objections from the onion in- 
dustry. 

2. Renders no real service, economic or otherwise, to anyone. 

3. Offers no practical means for growers to hedge their crop, 
as indicated by CEA reports of insignificant use. 

4. Increases the instability of onion markets. 

5. Places control of the market in the hands of a small group 
of speculators. 

6. Disrupts orderly marketing procedures. 

7. Depresses growers cash markets. 

8. Encourages overproduction. 

9. Publicized false and misleading market information. 

10. Offers no market for actual onions. 

11. Has proven to be not subject to control by self-discipline 
of its own Board of Governors nor by Government: regulatory 
authorities. 

The opposition has attempted to spread the idea that the onion 
industry was sharply divided and wavering and uncertain in their 
attitude as to the desirability of futures trading in onions. The facts 
are that the lines have been sharply drawn for years on the subject 
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and the remarkable part is that there has been no wavering or un- 
certainty whatever. 

On one side there has been, and still are, those interested in broker- 
age fees and their hirelings plus a few captive witnesses who have de- 
pended on them for financing. This total group represents a few 
hundred persons or less. ‘ 

On the other side are the tens of thousands of people interested in 
every phase of the onion industry plus many thousands more included 
in organizations pledged to support legislation to prohibit futures 
trading in onions. 

The onion industry has never asked Congress for any kind of price 
support or subsidy. The industry has experienced incredible hard- 
ships due to wildly fluctuating markets and artificially depressed 
prices. Most people in the onion business feel that one of their great- 
est problems 1s the adverse effects of futures trading on mercantile 
exchanges. 

I should think it might appeal to Congress to pass some legislation 
once that costs the public no money, such as this legislation in here. 
The people I represent are opposed to futures trading because it serves 
no useful ‘one go Yet, it robs the industry of millions of dollars 
and contributes nothing. Neither does it affect consumer prices one 
way or the other, as experience has shown. 

We sincerely urge your support of this legislation, bills S. 778 
and S. 1514, to prohibit futures trading in onions so the industry can 
be free to study and work out other problems it may face. We appre- 
ciate this opportunity to again present our cause. 

Thank you. 

The Carman. Thank you, Mr. Baldwin. 

Mr. Baupwrn. Thank you, gentlemen. 

The Cuarrman. We have with us Senator Church from Idaho. 

Senator Scorr. Mr. Chairman, I have listened very attentively to 
all this, and I haven’t seen an onion yet. 


STATEMENT OF HON. FRANK CHURCH, A UNITED STATES SENATOR 
FROM THE STATE OF IDAHO 


Senator Cuurcn. Mr. Chairman and gentlemen of the committee, 
it is a pleasure for me to have this opportunity to come and to speak 
briefly this morning in connection with the bills that are now pending 
before the committee to outlaw trading in onion futures on the mer- 
cantile exchange. 

I would say at the outset that I strongly favor these bills, and I am 
hopeful that the committee will see fit to report them out favorably. 

I come here with a specific mission this morning, Mr. Chairman, to 
introduce an outstanding citizen of Idaho, Mr. Charlie Burns. He 
represents the Southwestern Idaho Grower Shippers Association, 
which also includes Malheur County in the State of Oregon. This 
area produces one-eighth of the total United States crop of late storage 
onions, and we average about 4,500 cars a year. These, Mr. Chairman, 
are the sweet Spanish onions, and they are not traded on the exchange, 
but they are in direct competition with onions which are traded, and 
futures trading has a direct effect on the prices received for our onions 
in Idaho. 
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The Southwest Idaho Onion Growers Association has unanimously 
endorsed both of these bills. It consists of approximately a 160 mem- 
bers. Mr. Charlie Burns, from Nampa, Idaho, is a buyer and a 
shipper. He is much respected by the members, the growers in the in- 
dustry, and by all those who know him in his community. And he is 
certainly. well qualified to speak on this subject. 

So, it is very much of a pleasure, for me, Mr. Chairman, to introduce 
to the committee, Mr. Charlie Burns from Nampa, Idaho. 

The Cuarrman. All right, Mr. Burns. 


STATEMENT OF C. H. BURNS, IDAHO GROWER SHIPPERS 
ASSOCIATION, NAMPA, IDAHO 


The Cuarrman. Now, Mr. Burns, have you anything to add to what 
the previous witness, that is, Mr. Baldwin, said ? 

Mr. Burns. Yes; I have something to add. However, I will cut 
out all that I can. There are some points in order to go futher into 
some of the things that have been said that I feel that I have to men- 
tion in this. But I will cut it as short as possible in the interest of 
time, because I know you have a lot of witnesses here. 

Iam C. H. Burns, of Nampa, Idaho. I am appearing at this hear- 
ing at the request and representing the shippers and onion industry 
of Idaho and Malheur County (Oreg.) and for southwest branch of 
the Idaho Grower Shippers Association, which includes Malheur 
County, Oreg. 

I have appeared at three previous hearings before the House sub- 
committee. 

The mercantile exchange made certain corrective measures, what 
they thought would be corrective measures, in 1956, and again in 
early 1957 they announced additional changes in their rules, one of 
these being a rule that would change the daily fluctuation limits from 
50 to 35 cents, which rule still stands. 

However, at the same time they announced that November 1958 
options would not be opened until May 1, 1958, instead of December 
1, 1957, which had been the previous rule. I mentioned in my testi- 
mony before the House subcommittee in May 1957, that these changes, 
without a doubt, were a camouflage to confuse the members of the sub- 
committee and stave off the final execution of the elimination of futures 
trading. 

Although the limits have been changed to 35 cents, at the same time 
the board apparently again changed the rule with reference to open- 
ing November futures. Instead of waiting until May 1, 1958, to open 
November futures, they not only opened 1958 November futures on 
March 3, 1958, but also opened January 1959 futures at the same time. 
This is brought out to show that their announcement of rules changes 
is meaningless. 

Senator Ture. Mr. Chairman, may I interrupt for a question at 
this point? 

Who are you referring to when you say “they” ? 

Mr. Burns. The Chicago Mercantile Exchange. 

Senator Tuyr. And they are not governed by the Department of 
Agriculture? 
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Mr. Burns. No. After the CEA, after this trading was placed 
under the supervision of the CEA, in 1955, the exchange started to 
make certain changes in their trading rules. That was starting in 
1956. And then they made additional changes in 1957, early 1957. 

Mr. Toye. Thank you. 

Mr. Burns. There is little doubt but what the exchange realizes 
that by delaying the opening of November futures as well as January 
futures until May 1 would result in much less acreage being grown 
by those growers who have grown onions year after year or during 
the existence of the exchange for strictly hedging purposes. These 
particular growers are, of course, mostly located in the States of 
Minnesota, Iowa, Wisconsin, Lllinois, Indiana, Michigan, and New 
York. 

At all hearings before the House subcommittee, the exchange have 
introduced witnesses from these various States to be presented and 
testify in opposition to the bills that were introduced in the House 
which would eliminate futures trading. No doubt many of these same 

owers will be testifying before your committee on March 24 and 25 
in opposition to S. 778 and S. 1514. 

These growers are mostly financed by exchange members. The 
onions grown by these exchange growers have in previous years 
resulted in camiieen I think all of you realize that these onions 
grown by this particular group of growers are used principally for 
maneuvering prices on the board to the best advantage of members 
interested in those onions. One single car of onions so grown by these 
growers may be traded up to 50 times on the board. 

One thing I wish to point out is that all of these onions so grown 
have to be consumed by the public and are not consumed by the Chicago 
Mercantile Exchange. 

The Commodity Exchange Authority, through the cooperation of 
the Chicago Mercantile Exchange, did do a commendable job through 
part of 1956 and the early part of 1957. However, we wish to point 
out that after the USDA report on onions on hand as of January 1, 
1957, was released on January 18, prices moved up to a level on phy- 
sical onions justified by supply and demand. At that time, the specu- 
lative shorts became panicky, rules were forgotten, and the Com- 
modity Exchange Authority and even the mercantile exchange could 
not hold this trading under control. 

On February 2, 1957, the National Onion Association released their 
report of onions on hand as of February 1 which report did not reach 
the majority of the members until February 4. This report compared 
very favorably with the report of the USDA/’s report of January 1 
after deducting shrinkage and shipments for the month of January. 
Both of these reports showed that iene was less than a normal supply 
of onions on hand to supply normal consumption until the Texas crop 
was available in volume in March of 1957. 

Records will show that a total 11,775 cars of March onions were 
traded for the entire season up until January 18, 1957, which was con- 
siderably less than those traded during a comparative period of the 
previous 1956 season. However, starting on January 18, 1957, through 
January 28, there were a total of 29,094 Marches traded in less than 
a 6-week period. Approximately the same situation prevailed on 
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the Marches traded in the 1957-58 season, which does not show on 
the exhibit I am attaching to my testimony. 

Attached to this testimony is this itemization of actual sales from 
November 27, 1957, to February 18, 1958, inclusive, and between Feb- 
ruary 19, 1958, to March 12, 1958, inclusive. 

In other words, there were approximately 214 more onions traded 
a this period than there were in the previous 3 months on Marchs 
alone. 

If you will examine the fluctuation in prices on this, we think that 
you will understand just what kind of gambling operation this fu- 
tures trading is. Daily fluctuations varied from 15 to 49 cents in a 
single day. ‘That always causes an uneasy and jittery feeling among 
the trade. 

The National Onion Association released their holdings report of 
stocks on hand as of December 1, on December 2, 1957, which showed 
approximately 603,000 bags less than were on hand December 1, 1956. 
By referring to the attached list of tradings which includes prices 
each day including fluctuations, you will note that the board prices 
continued to decline starting December 4, and finally went down to a 
low of $1.46 on December 30, 1957, which was within 2 cents of the 
seasonal low of $1.44. I point this out simply to show that available 
supplies do not have anything to do with board prices throughout 
the trading season. 

In other words, board operators can maneuver prices either up or 
down depending on how they stand on the board. Of course, you 
understand that board operators can make money by fluctuations of 
prices, and the figures shown on the exhibit between February 19, 
and March 12, show side fluctuations which indicates alone that board 
members were really making some huge profits on each single day’s 
trading. 

Prine on the board ranged at very low levels until after February 
18, after adverse weather continued to further delay the Texas onion 
crop. As a result, trading became very heavy and the same condition 
prevailed as it did after January 18, 1957, when “shorts” became 
panicky in trying to switch their positions on the board and some 
days you will note that the fluctuations run as high as 49 cents either 
up or down. On several days, the market went up 35 cents, other 
days it went down 35 cents which is the full limit. 

The cash market has not responded to the full extent of the board 
prices as the trade are dubious and very jittery when such wild trad- 
ing exists as they know from past experience that board members 
can within a period of just a few days run prices down the full limit 
of 35 cents. 

I might mention that just yesterday, the board hit the seasonal high 
of $3.83, I believe, and that same day went down to three dollars and 
forty some cents. 

On February 4, 1957, March futures closed at $2.20. Just 3 days 
later on February 7, they hit a low of $1.39. In other words, prices 
declined on the board 81 cents in just a 3-day period. On this day, 
February 7, there were a total of over 3,300 cars traded on the board. 

You can readily understand that price movements such as this 
could not be justified from a supply factor. It must be attributed to 
manipulative activity or a wave of excessive speculation. Board ac- 
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tion at that time caused the buying trade to practically stop buying, 
and as a result, we had a completely demoralized market or what 
might be called a panic. The trade, knowing how this heavy trading 
can greatly affect the cash market, were very jittery on this recent 
advance starting February 19, as everyone was aware of what had 
happened in previous year after February 4, during heavy trading. 

he advance in the board market was ‘ustified from a supply 
standpoint. Nevertheless, this advance should have started in De. 
cember when it was known that or were considerably less than 
normal. Supply factor means nothing when it comes to futures 
trading. 

The Southwest Idaho Onion Growers Association passed a reso- 
lution unanimously on February 11, asking that the ight on onion 
futures be continued. Membership in this organization numbers 168. 
A copy of the membership list is attached to my testimony. 

In addition, Malheur County Onion Growers Association, consist- 
ing of some 200 or more members, unanimously passed a similar reso- 
lution on February 4. I believe my friend, Clarence Lee, witness 
from Malheur County Onion Growers Association, will bring this up 
in his testimony. 

Both of these organizations have passed similar resolutions during 
the past two seasons or ever since this fight started against futures 
trading. 

Prior to trading on onions on the mercantile exchange, all shippers 
were able to sell many onions in sizable blocks—from 10 to as high 
as 100 or more cars at harvesttime at a definite price that would allow 
both growers and shippers to exist. However, the general buying 
trade since the trading on the board has grown so tremendously, 
have discontinued early seasonal buying entirely, due to board prices 
being quoted on the futures market several months in advance. 

This buying of the physical onions, except on a hand-to-mouth 
basis, no longer exists. Wy 1ere we used to sell, one individual received 
5 or 10 or more cars at a time, now they hold their purchases down 
to part-car loads. In other words, as many as 3 to 6 buyers will 
order a pool car to be split between them. 

This fear and uncertainty complex has been building up, especially 
during the past few years due to the wide range in prices of onions 
traded on the board for delivery several months in advance. During 
the past few years, when a shipper tried to sell a car of onions to a 
receiver, the first question asked by the buyer is “What did the futures 
market do today ?” 

A summary-and-conclusions report released by the Commodity Ex- 
change Authority in early 1957 states that— 
it does not appear that the hedging use of futures market has been of such 
character as to be of importance in the marketing of onions. 

This alone has been one of the big talking points used by the ex- 
change for their existence. This report further states that— 
while it is clear that futures trading in onions has widened and accentuated 
price movements within a short time in a marketing season no evidence has 


been found which would justify the conclusion that the average season prices 


received by producers for cash onions have been materially affected by futures 
trading. 
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In view of the catastrophe that happened February 4, 1957, and the 
low prices being traded on the board between December 1, and Feb- 
ruary 18, with considerably less than a normal supply of onions, it 
is hard for the industry and growers to arrive at such a conclusion 
especially after the growers know or are aware of the fact that they 
were caused to lose enormously both in the 1956-57 season and the 
1957-58 season as well as in many previous years. 

Evidence presented before the House subcommittee in 1956, as well 
as in 1957, certainly must have been convincing to the Members of the 
House that this futures trading in onions, a highly perishable item, is 
not suitable for futures trading, as their vote, as previously mentioned, 
was in favor of the elimination of futures trading of onions on the 
mercantile exchange. 

Mr. Robert Reichert, Idaho commissioner of agriculture, Boise, 
Idaho, has funished me copies of resolutions passed by the National 
Association of Commissioners, Secretaries, and Directors of Agricul- 
ture, assembled at Portsmouth, N. H., at one of their national meet- 
ings, September 29 to October 3, 1957, which reads as follows: 

Whereas the futures trading of onions is detrimental to our opportunities for 
direct selling in the various markets and States: Therefore be it 

Resolved, That the National Association of Commissioners, Secretaries, and 
Directors of Agriculture, assembled in Portsmouth, N. H., September 29 through 
October 3, 1957, recommends passage of legislation to prohibit futures trading 
of onions through commodity exchanges. 

Mr Reichert also furnished me the minutes of the meeting of. the 
executive committee of the National Association of State Departments 
of Agriculture, at the Washington Hotel, Washington, D. C., January 
12-14, 1958, inclusive. At this meeting the commissioners of agricul- 
ture passed resolution XIX which reads as follows: 


RESOLUTION No. XIX. ONION FUTURES 


A bill is in Congress to prohibit trading in onion futures (S. 1514; H. R. 376). 

Moved by Director McDowell and supported by Commissioner Swisher that 
the secretary be instructed to write to the chairman of the Senate Committee 
on Agriculture and Forestry reaffirming the association’s support of S. 1514. 
Motion carried unanimously. 

This organization consists of commissioners of agriculture from al! 
48 States and they are wholeheartedly in support of S. 778 and S. 1514. 
They were, of course, supporting H. R. 376 passed by the House 
March 13. 

The very nature and size of the onion crop as a commodity makes 
manipulation inevitable and the only remedy for the evils of onion 
futures is the complete elimination of them from the futures board. 
Onions cannot in any way be compared with grain, cotton, tobacco, 
eggs, or other commodities of much longer storage life due to their 
highly perishable nature. 

Onions are more susceptible than many other products in wide 
price movements or fluctuations due to adverse weather conditions 
such as prolonged rains, tornadoes, hurricanes, freezing, during the 
growing season or the harvest season. It is a known fact that those 
who sell or hedge onions on the board do not intend to deliver. 

Likewise, those who buy on the board do not expect to accept de- 
livery. So, if this futures trading is to continue, why not call a spade 
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a spade and legalize it as straight gambling operations which it 
actually has been and is at the present time. 

I am sure that your committee realizes that the legitimate onion 

owers and members of the industry are practically unanimously in 
Te of the elimination of this futures trading. The ones being in 
favor of futures trading are very much in the mimority and are mostly 
— growers who have ray ages by members of the mercantile 
exchange in growing onions for hedgi urposes only. 

Why hela the aie farmer, aoe a the ae industry be 
forced to try to exist under the deplorable condition which has 
placed upon them by the mercantile exchange without their consent? 
They are simply asking that they be allowed to take the industry back 
into their hands, run their business, and enjoy the right to free enter- 

rise. 

In view of the foregoing testimony, we most sincerely urge your 
committee to act favorably on S. 778 and S. 1514 now in your hands. 
Companion bill, as previously mentioned in my testimony, H. R. 
376, was passed by floor vote in the House March 13. 

I am sure that your committee realizes that the legitimate onion 
growers (not the exchange growers) and members of the industry are 
practically unanimous in favor of the elimination of futures trading 
m onions. The onion growers and shippers, and the entire industry, 
have been forced to try to exist under these deplorable conditions which 


have been placed upon them by the mercantile exchange without their 
consent. 


Thank you kindly for your time and consideration. 
The Cuarrman. Thank you, Mr. Burns. 
(The complete prepared statement of Mr. Burns is as follows:)} 


I am C. H. Burns, of Nampa, Idaho. I am appearing at this hearing at the 
request and representing the shippers and onion industry of Idaho and Malheur 
County, Oreg., and for southwest branch of the Idaho Grower Shippers Associa- 
tion which includes Malheur County, Oreg. 

I previously testified for the growers of this same district before the House 
Agriculture Subcommittee at hearings held in Chicago, March 24, 1956, as well 
as hearings held before the same committee in Washington, May 18, 1956, rep- 
resenting the southwest branch of the Idaho Grower Shippers Association which 
includes Maleur County, Oreg. In addition, I further testified at hearings before 
this same committee May 1-3, 1957. Record of my testimony at all three of these 
hearings are a matter of record so my testimony today will be somewhat of a 
repetition with the exception of some recent matters that I will call to your 
attention, which have happened during the last few months. 

H. R. 376, which is a companion bill to six other bills introduced in the House, 
passed the House floor March 13. 8S. 778, as well as 8S. 1514, are companion bills 
introduced in the Senate by Senator Neuberger and Senator Morris, of Oregon, 
and Senator Potter, of Michigan. My testimony today is in behalf of and in 
support of these two bills which would eliminate futures trading in onions 
on the mercantile exchange. 

Futures trading of onions was not placed under the supervision of the Com- 
modity Exchange Authority until September 1955, but due to some corrective 
measures made by the mercantile exchange on their trading rules in 1956, the 
House subcommittee did not pass on these House bills during the 1956 session. 
However, after the hearings in 1957, the House bills passed both the House 
Agriculture Subcommittee and the whole committee. 

Prior to March 1956, as pointed out in testimony I presented before the House 
subcommittee hearings in March and May 1956, the National Onion Associa- 
tion, as well as many shippers and growers throughout the Nation, had requested 
the exchange to make changes in their contracts in order that this unscrupulous 
trading and manipulation might be eliminated. It was not until after a wide- 
spread movement of the National Onion Association and many growers and 
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shippers that the exchange made any change in their contract. Certain changes 
were made early in March 1956, as well as additional changes made in 1957. 
It was the thinking of the House subcommittee in 1956 that these changes 
along with the fact that they had been placed under the supervision of the 
Commodity Exchange Authority in September 1955 might correct the evils of 
this trading. They gave the exchange a year to try to get their house in order 
but after the hearings in 1957, the House subcommittee, as well as the whole 
Agriculture Committee, were convinced that these corrective measures, along 
with being under the supervision of the CEA, did not correct the evils of futures 
trading. So, during the 1957 season, both of these committees passed on H. R. 
376 and passed them along to the Rules Committee with the result that the 
Rules Committee passed it on to the House and was voted on March 13 as 
previously stated. £ 

I might mention that early in March 1957 the Chicago Mercantile Exchange ( 
announced additional changes in the trading rules, one of these being that they 
would change the daily fluctuation limit from 50 cents to 35 cents which rule 
still stands. However, at the same time they announced that November 1958 
options would not be opened until May 1, 1958, instead of December 1, 1957, 
which had been the previous rule. I mentioned in my testimony before the 
House subcommittee in May 1957 that these changes, without a doubt, were a 
camouflage to confuse the members of the subcommittee and stave off the final 
execution of the elimination of futures trading. Although the limits have been 
changed to 35 cents, at the same time the board apparently again changed the 
rule with reference to opening November futures. Instead of waiting until 
May 1, 1958, to open November futures, they not only opened 1958 November 
futures on March 3, 1958, but also opened January 1959 futures at the same time. 

This is brought out to show that their announcement of rules changes is 
meaningless. 

There is little doubt but what the exchange realizes that by delaying the 

opening of November futures as well as January futures until May 1 would result 
in much less acreage being grown by those growers who have grown onions 
year after year or during the existence of the exchange for strictly hedging 
purposes. These particular growers are of course mostly located in the States 
of Minnesota, Iowa, Wisconsin, Illinois, Indiana, Michigan, and New York. 
At all hearings before the House subcommittee, the exchange have introduced 
witnesses from these various States to be presented and testify in opposition 
to the bills that were introduced in the House which would eliminate futures 
trading. No doubt many of these same growers will be testifying before your 
committee on March 24 and 25 in opposition to 8. 778 and 8.1514. These growers 
are mostly financed by exchange members. The onions grown by these ex- 
change growers have in previous years resulted in surpluses. I think all of 
you realize that these onions grown by this particular group of growers are used 
principally for maneuvering prices on the board to the best advantage of members 
interested in those onions. One single car of onions so grown by these growers 
may be traded up to 50 times on the board. One thing I wish to point out is 
that all of these onions so grown have to be consumed by the public and are 
not consumed by the Chicago Mercantile Exchange. 

The Commodity Exchange Authority, through the cooperation of the Chicago 
Mercantile Exchange, did do a commendable job through part of 1956 and the 
early part of 1957. However, we wish to point out that after the USDA report 
on onions on hand as of January 1, 1957, was released on January 18, prices 
moved up to a level on physical onions justified by supply and demand. At that 
time the speculative “shorts” became panicky, rules were forgotten, and the 
Commodity Exchange Authority and even the mercantile exchange could not 
hold this trading under control. On February 2, 1957, the National Onion As- 
sociation released their report of onions on hand as of February 1 which report 
did not reach the majority of the members until February 4. This report com- 
pared very favorably with the report of the USDA’s report of January 1 after 
deducting shrinkage and shipments for the month of January. Both of these 
reports showed that there was less than a normal supply of onions on hand to 
supply normal consumption until the Texas crop was available in volume in 
March 1957. 

Records will show that a total 11,775 cars of March onions were traded for 
the entire season up until January 18, 1957, which was considerably less than 
those traded during a comparative period of the previous 1956 season. However, 
starting on January 18, 1957, through February 28, there were a total of 29,094 
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Marchs traded in less than a 6-week period. Approximately the same situation 
prevailed on the Marchs traded in the 1957-58 season. Up to February 18, 1958, 
there had been a total of 11,924 cars while from February 19, 1958, to March 12, 
inclusive, there were 24,190 cars on Marchs traded. 

I am attaching to my testimony an itemization of actual sales from Novem- 
ber 27, 1957, to February 18, 1958, inclusive, and between February 19, 1958, to 
March 12, 1958, inclusive. In other words there were double the amount of cars 
traded in about a 3-week period than there was in the previous 3-month period 
on Marchs alone. If you will examine the fluctuations in prices on this, we think 
you will understand just what kind of gambling operation this futures trading 
is. Daily fluctuations varied from 15 to 49 cents in a single day. That always 
causes an uneasy and jittery feeling among the trade. 

The National Onion Association released their holdings report of stocks on 
hand as of December 1 on December 2, 1957, which showed approximately 603,000 
bags less than were on hand December 1, 1956. By referring to the attached 
list of tradings which includes prices each day including fluctuations, you will 
note that the board prices continued to decline starting December 4 and finally 
went down to a low of $1.46 on December 30, 1957, which was within 2 cents 
of the seasonal low of $1.44. I point this out simply to show that available sup- 
plies do not have anything to do with board prices throughout the trading 
season. In other words, board operators can maneuver prices either up or down 
depending on how they stand on the board. Of course you understand that board 
operators can make money by fluctuations of prices, and the figures shown on 
the exhibit between February 19 and March 12 show wide fluctuations which 
indicates alone that board members were really making some huge profits on 
each single day’s trading. Prices on the board ranged at very low levels until 
after February 18 after adverse weather continued to further delay the Texas 
onion crop. As a result trading became very heavy and the same condition pre- 
vailed as it did after January 18, 1957, when “shorts” became panicky in trying 
to switch their positions on the board and some days you will note that the 
fluctuations run as high as 49 cents either up or down. On several days the 
market went up 35 cents, other days it went down 35 cents which is the full limit. 

The cash market has not responded to the full extent of the board prices as the 
trade is dubious and very jittery when such wild trading exists as it knows 
from past experience that board members can within a period of just a few days 
run prices down the full limit of 35 cents a day. On February 4, 1957, March 
futures closed at 2.20. Just 3 days later on February 7, they hit a low of 1.39, 
In other words, prices declined on the board 81 cents in just a 3-day period 
On this day, February 7, there were a total of over 3,300 cars traded on the board. 
You can readily understand that price movements such as this could not be justi- 
fled from a supply factor. It must be attributed to manipulative activity or a 
wave of excessive speculation. Board action at that time caused the buying trade 
to practically stop buying and as a result we had a completely demoralized mar- 
ket or what might have been called a panic. The trade knowing how this heavy 
trading can greatly effect the cash market were very jittery on this recent ad- 
vance starting February 19 as everyone was aware of what had happened in 
previous years after February 4 during heavy trading. The advance in the board 
market was justified from a supply standpoint. Nevertheless, this advance 
should have started in December when it was known that supplies were consider- 
ably less than normal. Supply factor means nothing when it comes to futures 
trading. 

The supply of onions in February 1957 as mentioned was less than a normal 
supply. The only difference between last year and this year is that the bears so 
far have not been able to get control of the situation the same as they did in 1957. 
I might mention that the mercantile exchange members acknowledged the effect 
of this futures trading on physical onions from an excerpt taken from one of their 
bulletins by one of their prominent members, Bulletin No. 42, dated February 8, 
1957, which reads: 

“The March option made a high of 2.20 and a low of 1.45 this week. Friday it 
closed at 1.45 showing a loss for the week of 62 points. The February option has 
only a very small commitment remaining. 

“The cash markets are in a turmoil after the action of the board Thursday and 
Friday. Up to the middle of the week the buyers and sellers were having diffi- 
culty getting together on prices. Now no one knows what to pay or what to ask, 
and it will probably take a few days for this condition to correct itself. Natur- 
ally there is much more of a tendency for the farmer to be willing to move 
supplies.” 








162 ONION FUTURES TRADING 


I am sure you will agree that the above quotation is an admission that this 
futures trading was responsible for the physical onion market being in a turmoil. 
As further evidence to show that the catastrophe of February 1957 was unjusti- 
fied, I might mention that March futures hit a low of 85 cents on March 6, 1957, 
but at that time started to steadily advance and finally hit high of 1.60 on March 
22, 1957, being the day that March options closed. 

This season of 1958 practically all onions have been shipped out, there being 
only a few cars remaining, so those growers in Idaho and eastern Oregon cannot 
suffer from any action that the board might take from now until the March 
options close on March 22. 

The Southwest Idaho Onion Growers Association again passed a resolution 
unanimously on February 11 asking that the fight on onion futures be continued. 
Membership in this organization numbers 168. A copy of the membership list is 
attached to my testimony today. In addition, Malheur County Onion Growers 
Association. consisting of some 200 or more members, unanimously passed a simi- 
lar resolution on February 4. I believe my friend, Clarence Lee, witness from 
Malheur County Onion Growers Association, will bring this up in his testimony. 
Both of these organizations have passed similar resolutions during the past two 
Seasons or ever since this fight started against futures trading. 

Prior to trading on onions on the mercantile exchange, all shippers were able 
to sell many onions in sizable blocks—from 10 to as high as 100 or more cars at 
harvest time at a definite price that would allow both growers and shippers to 
exist. However, the general buying trade since the trading on the board has 
grown so tremendously, have discontinued early seasonal buying entirely, due to 
board prices being quoted on the futures market several months in advance. 
This buying of the physical onions, except on a hand-to-mouth basis, no longer 
exists. Where we used to sell one individual receives 5 to 10 or more cars at a 
time, now they hold their purchases down to part-car loads. In other words, as 
many as 3 to 6 buyers will order a pool car to be split between them. This fear 
and uncertainty complex has been building up, especially during the past few 
years due to the wide range in prices of onions traded on the board for delivery 
several months in advance. During the past few years, when a shipper tries to 
sell a car of onions to a receiver, the first question asked by the buyer is “What 
did the futures market do today?” 

A summary-and-conclusions report released by the Commodity Exchange 
Authority in early 1957 states that “it does not appear that the hedging use of 
futures market has been of such character as to be of importance in the marketing 
of onions.” This alone has been one of the big talking points used by the exchange 
for their existence. This report further states that while it is clear that futures 
trading in onions has widened and accentuated price movements within a short 
time in a marketing season no evidence has been found which would justify 
the conclusion that the average season prices received by producers for cash 
onions have been materially affected by futures trading. 

In view of the catastrophe that happened February 4. 1957, and the low prices 
being traded on the board between December 1 and February 18 with consider- 
ably less than a normal supply of onions, it is hard for the industry and growers 
to arrive at such a conclusion especially after the growers know or are aware of 
the fact that they were caused to lose enormously both in the 1956—57 season and 
the 1957-58 season as well as in many previous years. Evidence presented before 
the House subcommittee in 1956 as well as in 1957 certainly must have been con- 
vincing to the Members of the House that this futures trading in onions, a highly 
perishable item, is not suitable for futures trading as their vote, as previously 
mentioned, was in favor of the elimination of futures trading of onions on the 
mercantile exchange. 

Mr. Robert Reichert, Idaho commissioner of agriculture, Boise, Idaho, has 
furnished me copies of resolutions passed by the National Association of Commis- 
sioners, Secretaries, and Directors of Agriculture assembled at Portsmouth, N. H., 
at one of their national meetings, September 29 to October 3, 1957, which reads as 
follows: 
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“Whereas the futures trading of onions is detrimental to our opportunities 
for direct selling in the various markets and States : Therefore be it 

“Resolved, That the National Association of Commissioners, Secretaries, and 
Directors of Agriculture, assembled in Portsmouth, N. H., September 29 through 
October 3, 1957, recommends passage of legislation to prohibit futures trading of 
onions through commodity exchanges.” 

Mr. Reichert also furnished me the minutes of the meeting of the excutive 
committee of the National Association of State Departments of Agriculture, at 
the Washington Hotel, Washington, D. C., January 12-14, 1958, inclusive. At 


this meeting the commissioners of agriculture passed Resolution XIX which 
reads as follows: 


“RESOLUTION No. XIX—ONION FuTuRES 


“A bill is in Congress to prohibit trading in onion futures (S. 1514; H. 376). 

“Moved by Director McDowell and supported by Commissioner Swisher that the 
secretary be instructed to write to the chairman of the Senate Committee on Agri- 
culture and Forestry reaffirming the association’s support of S. 1514. Motion 
carried unanimously.” 

This organization consists of commissioners of agriculture from all 48 States 
and they are wholeheartedly in support of S. 778 and S. 1514. They were of 
course supporting H. R. 376 passed by the House, March 13. The very nature 
and size of the onion crop as a commodity makes manipulation inevitable and 
the only remedy for the evils of onion futures is the complete elimination of them 
from the futures board. Onions cannot in any way be compared with grain, 
cotton, tobacco, eggs, or other commodities of much longer storage life due to 
their highly perishable nature. Onions are more susceptible than many other 
products in wide price movements or fluctuations due to adverse weather condi- 
tions such as prolonged rains, tornadoes, hurricanes, freezing, during the growing 
season or the harvest season. It is a known fact that those who sell or hedge 
onions on the board do not intend to deliver. Likewise, those who buy on the 
board do not expect to accept delivery. So, if this futures trading is to continue, 
why not call a spade a spade and legalize it as straight gambling operations 
which it actually has been and is at the present time. I am sure that your 
committee realizes that the legitimate oniongrowers and members of the industry 
are practically unanimously in favor of the elimination of this futures trading. 
The ones being in favor of futures trading are very much in the minority and are 
mostly those growers who have been financed by members of the mercantile 
exchange in growing onions for hedging purposes only. Why should the onion 
farmer, shipper, and the entire industry be forced to try to exist under this 
deplorable condition which has been placed upon them by the mercantile exchange 
without their consent. They are simply asking that they be allowed to take 
the industry back into their own hands, run their business and enjoy the right 
to free enterprise. 

In view of the foregoing testimony, we most sincerely urge your committee to 
act favorably on S. 778 and S. 1514 now in your hands. Companion bills, as 
ppreviously mentioned in my testimony, H. R. 376, was passed by floor vote in 
the House, March 13. I am sure that your committee realizes that the legitimate 
oniongrowers (not the exchange growers) and members of the industry are 
practically unanimous in favor of the elimination of futures trading in onions. 

The oniongrowers and shippers and the entire industry have been forced to 
try to exist under these deplorable conditions which have been placed upon 
them by the mercantile exchanges without their consent. 

Thank you kindly for your time and consideration. 
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Chicago Mercantile Exchange—March board prices 
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Chicago Mercantile Exchange—March board prices—Continued 
{March 1958 delivery yellow globe onions] 








Open | Cars de- 
Open High Low Close Sales | commit- | livered 
ment 
1958—Feb. 12................... $1. 65 $1. 69 *1.61 $1. 67 250 UEP Ei ccackade 
SEE, Silks tcphesdeeistaaheeeeane 1.70 1,70 1.60 1.61 237 DSTI 5 cincinaen 
|, SRE Serer 1. 62 1. 67 1. 62 1. 67 129 CWE ecieusebens 
ND Bde atic ania 1. 68 1.77 1.68 1.75 462 EOD Loe tedioce 
WO. Miri sassaieescae 1. 80 1.83 1. 76 1.78 469 hy Oe lecwacencte 
Season: High $2; 
low $1.44. 
Tote) BRIGRn cc pucns laciswuting dictndctias alii dbuinds brakeaieedile TO Biikicindtcnh Eitvetaccan 
Ss Mtn recedaseeomees 1.78 1.90 1.77 1.88 717 TP imc anunncad 
St, eee ee ee 1.98 2. 23 1.95 2. 23 1, 555 RRs hain 5 Siren 
Feb. 21__. casa 2. 35 2. 51 2. 29 2.39 1, 796 Shiba okn 
(| , Bee eee eee 2. 50 2.74 2. 50 2. 74 1, 187 i ON Face heen a 
TU dikeeierrstindsnwben 2. 95 3. 09 2. 60 2.79 2, 755 oe 2 ee 
Season: High, $3.09 
low, : 
i See 2.79 2. 94 2. 63 2.79 1, 600 a Eiinceaete 
Bs De biwcdhietancauehat 2.79 2.79 2. 57 2.70 995 fh SRR 
WO Dik pia iid badeeceen 2. 60 2. 96 2. 46 2. 87 1, 482 1 MUR Bonide 
BOR Bias sas Se 3. 20 3. 20 3. 05 3.12 1, 448 1, 481 ll 
ee 4 es 3. 08 3. 24 3. 02 3. 07 1, 574 1, 422 10 
Season: High, $3. 20; 
low, $1.44. 
SE <cectig ocapebiaites 3.01 3. 23 2. 93 3.18 1, 463 1, 19 Bcebacas i. 
A Re 3.35 3. 35 3. 01 3. 01 1,399 WN toa pcinee 
BPRS hee ae ee te 2. 95 3.13 2. 92 2. 92 1, 536 _o ) ee 
2 A eee! 2. 90 2. 90 2. 67 2. 67 1, 180 BRIER seseneniearentehen 
| |: See 2. 65 2. 81 2. 56 2. 78 1, 651 20 boi ececcee 
Peis Piseklnndenneceacies 2.89 3.12 2. 89 3. 06 SOUR Hh. dan cisnanibsintpienngien 
TUG GRNE. odo incicncevthiitk eee fr“saee ak D0 SRR 35s oi cnet Lice. 

















Note.—The membership list of the Southwest Idaho Onion Growers Association, attached to Mr. Burns’ 
statement, is on file with the committee. 


The Cuatrman. Mr. Hardwicke. 


STATEMENT OF JOHN B. HARDWICKE, JOHN B. HARDWICKE CO., 
CORPUS CHRISTI, TEX. 


Mr. Harpwickxe. Mr. Chairman, members of the committee, my 
name is John B. Hardwicke, residence 239 Ohio Street, Corpus 
Christi, Tex. I have been eng: aged i in the Texas onion business since 
1919, and have shipped over 25 000 cars of onions during the past 39 
years, 

I am a partner with my two sons in John B. Hardwicke Co., grow- 
ers, buyers, shippers, and distributors of Texas onions. We grow 
onion crops ourselves, grow crops with other growers, and market 
crops for growers in the Rio Grande Valley, Coastal Bend, and north 
Texas districts. Our main shipping office is Ray mondville, Tex., with 
other offices in Odem and Wylie, Tex. Our first onions usually start 
moving about March 1, from Rio Grande Valley points, and our ship- 
ping season ends in north Texas about June ‘15. During this 314- 
month period, we grow, harvest, pack, and distribute between 500 
and 750 cars of onions annually. These onions are sold by us to all 
parts of the United States and Canada. 

I have been asked by many of the Texas onion growers and shippers 
and by the National Onion Association to appear before you and give 
you our reasons why we feel that onions should be removed from 
trading on the mercantile exchange and to show you why futures 
trading in northern onions has had a demoralizing effect on our Texas 

96223—58—pt. 2——-4 
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onion deal, at least during the months of April and May, which used 
to be our best months in which to market Texas onions. 

I appeared before the House of Representatives special subcom- 
mittee at a hearing held in Washington, D. C., on May 16, 1956, and 
at that time, I brought letters with me from R. V. Dublin Co., Laredo; 
O’Keefe Bros., Laredo; Ike Griffin, McKinney; Glen Zimmerman, 
Big Wells; Dave Carr, Crystal City; and Clifford Carpenter, Farm- 
ersville, Tex. Due to short notice, time did not permit me to get let- 
ters this time, but these letters which strongly oppose futures trading 
in onions are recorded on pages 183 to 186 of this report if you gen- 
tlemen wish to read them. 

The Cuarrman. We have the report. You may proceed. 

Mr. Harpwicxe. First, I wish to state that we are not opposed to 
futures trading as it is conducted in the stable, large-volume com- 
modities that are raw products essential to manufacturing processes. 
I feel that futures trading performs a beneficial service in the market- 
ing of cotton, corn, wheat, and other commodities which meet the 
definition of a commodity suitable for future trading. 

However, removal of onions from futures trading simply calls for 
the elimination of a serious misapplication of the practice of futures 
trading. Futures trading in onions, because of the very small volume 
and perishable nature of the crop, has become, not an economic tool, 
but a gambling device for use by professional speculators. Onions are 
a perishable commodity, and in my opinion, do not meet the require- 
ments of a commodity suitable for futures trading. 

I think it would be good for the onion growers, the onion distrib- 
utors, the mercantile exchanges, free enterprise, and the entire United 
States of America, if everyone would unselfishly look the facts 
squarely in the face, and quit trying to make futures trading work on 
an unworkable commodity. 

Gentlemen, I do not care how many facts and figures you are shown, 
no statistics can make a chart showing markets rigged or destroyed by 
propaganda. 

Let me briefly give you two illustrations. In the spring of 1955, 
there were 55,840 acres of onions planted in the Northern States, 
which produced enough onions to supply the United States during the 
fall and winter months. However, there were heavy rains in Orange 
County, N. Y., and these facts were so highly publicized that future 

rices on March onions were run up to $2.75 per 50-pound bag in the 

all of 1955, and forced down to a low of 10 cents per 50-pound bag 
delivered Chicago during March of 1956, just when our early Texas 
onions were elle to move to market. 

This maneuver was accomplished by running the market up high 
early, shipping a lot of the poor onions, and then storing between 500 
and 600 cars of onions in cold storage in Chicago for board deliveries, 
which demoralized the whole onion market. The Texas growers 
realized very little from their March onions that year. 

Well, gentlemen, those in charge of the mercantile exchange agreed 
that this was very bad and so some new rules were put in effect which 
are aimed at reducing manipulation somewhat. Time will not permit 
me to go into detail regarding these new rules; but here is what hap- 
pened in the spring of 1957, with these new rules in operation. 

The price of onions was broken down during February 1957, from 
a high of $2.20, to a low of 87 cents per 50-pound bag delivered Chi- 
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cago in about 3 weeks time. That was last year. This was in spite 
of a small supply of onions on hand in northern storages, and also 
a very light crop of early Texas onions in the Rio Grande Valley, 
as we had an extreme water shortage last year. 

The Cuatrman. How do you account for onions selling so well 
now ¢ 

Mr. Harpwicke. Right now there is a short crop. 

The Cuarrman. Isn’t that the case you used a while ago, was there 
not ashort crop? I don’t quite understand that. 

Mr. Harpwicke. Let me show you, sir, let me read this next. 

The Cuamman. Go ahead. 

Mr. Harpwicke. In my opinion, the market was demoralized and 
forced to such a low level when speculators on the short side spread 
reports and rumors to the effect that there were more old onions in 
storage than represented, and that the big Texas crop was coming 
on early with a big glut of onions. 

In fact, in talking to different ones, I particularly remember one 
conversation in which I was told that one thing was sure, “The old 
onion market was dead.” Now, this man who told that on the phone 
may have really believed it, but just a few weeks later, after we had 
been shipping Texas onions for some time, it developed that the sup- 
plies of old onions held in the United States were much lighter than 
normal. And, after the board ceased to function, the remaining 
supplies of old onions brought good prices. 

Now, this year, we have had cold, wet weather, and our Texas 
onions are a full month late, sir, and the crop this year is—I don’t 
remember exactly, but it is quite a bit shorter than it was last year. 
And that is the reason it was almost impossible to put these onions 
down this year. We are about a month late. We haven’t shipped 
hardly any onions yet. 

The Cuarrman. What are you getting for your onions ? 

Mr. Harpwicke. Onions are worth around $3 a sack now. 

The Cuarrman. A hundred pounds? 

Mr. Harpwicke. No, sir; 50 pounds. But there are hardly any, 
there is hardly any movement. And the quality is not too good. 

I had a man call me the other day, and he said, “I have to have 
some onions, I just haven’t got any.” 

Shall I proceed ? 

The Cuatrman. Surely. 

Mr. Harpwicke. Mesttinie to say, last spring in — of getting 
good prices in line with our short crop of early Texas onions, we 
had to sell onions as low as $1.50 per 50-pound bag shortly after we 
started shipping. Later on in March we were able to get better 
prices, and after the board ceased to function, we had a nice April 
and May market based on the laws of supply and demand. 

Now, gentlemen, you may be told that the onion board has not hurt 
the onion market this year, and I will agree that we certainly have 
not had flagrant attempts to push onions to extreme low prices during 
the past few months. However, gentlemen, in my opinion this going 
only further to show how easily the onion futures market can be 
controlled. 

In my opinion, there has been a strong effort all this season to 
prevent any low fluctuations, due to the fact that these bills were due 
to come before Congress. Also, there was a short crop of onions, 
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and due to extreme wet and cold weather in Texas, with our crops 
almost a month late, it seems that some of the shorts are meeting the 
fate of Mussolini and Hitler this time. 

However, this business of holding cars for delivery when people 
need them to eat is not good, and I feel that the northern onion 
growers and Texas onion growers would have been much better off 
this season without the onion futures board. 

The CEA report of October 31, 1957, shows that only 10.4 percent 
of futures trading can be classed as hedging, and more than half of 
these are transactions by brokers on onions which they have financed, 
and this also becomes speculative even though actual onions are in- 
volved. Based on the feunes in this neutral-report, less than 5 per- 
cent of all futures trading can be classified as hedging. 

In actual practice, I think you will find that very few of the 
actual average growers sell onion futurers, supposed to hedge onions 
they have grown, as most of them would not have enough money to 
stand the sharp fluctuations in onion prices, and their margins would 
often be wiped out. 

If you will look back over the last several years, gentlemen, I think 
you will unquestionably see that the onion growers of the United 
States have been hurt terribly by manipulations of the onion futures 
market. I think you will find that a tremendously large majority of 
the growers, dealers, and users of actual onions feel that the onion 
futures market is hurting their markets and doing great harm to the 
onion industry generally. 

I think you will find that the small- to medium-sized onion grower 
is the man who has been and is being hurt terribly, and this means 
many nice families are being more or less plowed under. I feel that 
the welfare of the more than 18,000 persons who grow, pack, ship, and 
sell the onions is the most important thing for you to consider, espe- 
cially since I don’t consider that onions even meet the requirements 
of a commodity suitable for futures trading, and should never have 
been put on the futures board to start with. 

Here you have a small agricultural industry comimg to you, gentle- 
men, not asking for a handout or subsidy, not asking for price sup- 
ports, but simply asking for its God-given right to conduct its own 
free business according to the laws of supply and demand without 
some speculators being in a position to often make a lot of money 
by scheming up to demoralize and ruin the onion growers’ market. 

With our free enterprise system on trial before the world, in my 
opinion, it is time to ae house when we find things are not right, 
and in closing, I implore you from the bottom of my heart to please 
bring this bill before the Senate, as I think it will be easily passed and 
end a long, hard battle. 

Thank you very much. 

The Cuarmrman. Mr. Hardwicke, were you in favor of putting 
onions under the Commodity Exchange Authority in 1955? 

Mr. Harpwicke. No, sir, I didn’t know a thing about it. I would 
never have been in favor of it, because it just doesn’t work, sir. And 
I was very fearful, as we heard rumors that they were going to put 
them on our Texas onions, that they might put them on cabbage, and 
it would run us crazy. 
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The Cuarrman. The Department of Agriculture states that al- 
though this bill, that you are now contending for, may be enacted, it 
will not significantly affect the marketing or distribution of onions. 

You don’t agree with that? 

Mr. Harpwicker. No, sir, because I know about the propaganda 
business, and they don’t. 

The Cuarrman. All right. 

Mr. Anson. 


STATEMENT OF AUSTIN E. ANSON, EXECUTIVE VICE PRESIDENT, 
TEXAS CITRUS AND VEGETABLE GROWERS AND SHIPPERS, 
HARLINGEN, TEX. 


Mr. Anson. Mr. Chairman and members of the committee, my name 
is Austin E. Anson. I am executive vice president of the Texas Citrus 
and Vegetable Growers and Shippers, Harlingen, Tex. 

(The prepared statement of Mr. Anson is as follows :) 


Mr. Chairman and members of the committee, my name is Austin EB. Anson. 
I am executive vice president of the Texas Citrus and Vegetable Growers and 
Shippers, 306 East Jackson Street, Harlingen, Tex. Our organization repre 
sents the major portion of all onions produced in the State of Texas. 

These onions are produced from the Coastal Bend to the Panhandle, in all 
parts of the Rio Grande Valley, the Winter Garden, and central Texas, and are 
shipped during the months of March, April, May, June, and July. 

on appearing here today in support of Senate bill 778 and Senate bill 
1514. 

The widespread interest by Congress in behalf of the onion industry in pre- 
senting this legislation indicates that we must have a just cause and it was 
high time something was done about it. The House did something about it in 
a very definite manner last week by passing H. R. 376 by an overwhelming 
majority. 

We appeared before a subcommittee last August on these same bills and we 
must assure this committee of the Senate that our opinions have not changed 
one iota since that time. We only regret that we are apparently going to be 
forced to experience another onion season without the relief that we sought. 

The question has been raised why Txeas was so determined to have onions 
eliminated from the board since Texas onions were never quoted on the board. 

Irregardless of the fact that we do not have our onions on the board, and 
never intend to, our crop is vitally affected by any influence that radiates form 
the trading on the mercantile exchange. We are like children in a divorce 
ease, we are not a party to the action but we will be vitally affected by any 
decision made. 

Ours is a highly perishable product that is shipped in the semigreen stage and 
has only short storage life. It is rarely, if ever, stored. Our onions are the 
mild spring onions, starting normally in April, and are termed a salad onion 
the United States over. Consequently, if we can be freed from this influencing 
board factor that always seems to arise as a cloud on our marketing horizon each 
year, we should always be able to have orderly marketing of our onions. 

Until 15 years ago, supply and demand were the ruling factors in marketing 
onions. Then the board took over, and we must say that it was several years 
before the gamblers gained control over our onion business. But once they had 
a taste of how they could so easily manipulate onion futures so as to develop 
the conditions that have proved so profitable for the experienced board oper- 
ator, it was only a short time until the smart boys who had never owned an 
onion in their life, in fact to this day many of them have still never owned 
actual onions though they trade heavily, took over the onion business. 

The record will show that we testified in previous hearings that exchange 
figures indicated that 147,000 cars of onions were traded on the board during the 
1955 season. Actually only 2,370 cars of actual onions in packages with bills of 
lading were all that the record showed of actual, edible onions that were 
handled. The rest were paper onions. 
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I say paper onions, for if all the onions in the country had been traded over 
the board, all kinds, grades, qualities, and types, you would not have been able 
to have found from all onion producing States combined one-third of this amount 
of actual onions that were produced and shipped for the season. This, in itself, 
should be enough to refute the many statements that there was no manipula- 
tion. 

The CEA’s first statements on their investigataions are most contradictory. 
They say, “Our investigation of the trading during the period of sharp price 
movement showed that there was heavy activity in the futures market, with 
several hundred people getting in and out of speculative positions. We found 
no evidence, however, of any concerted or planned action which would justify 
a conclusion of price manipulation.” 

“This sort of price movement in onion futures has occurred on many occa- 
sions prior to this most recent episode. A year earlier, in March 1956, the March 
future on the Chicago Mercantile Exchange ranged from 84 cents on March 1 
to a low of 10 cents on March 15. In 1950 the March future ranged from $1.28 to 
44 cents during the month of March. In 1951 the range was 77 cents to $2.07. 
Price movements of this sort cannot be attributed to supply and demand, and 
force the conclusion that speculation, and in some instances manipulation has 
been a dominant factor.” 

“Some of the instances of wide price swings which we have observed were 
apparently the result of manipulation. The one instance which has occurred 
since September 1955, when futures trading in onions became subject to regula- 
tions, resulted in the issuance of a complaint charging two individuals and a 
corporation with manipulation of the market during the period from November 
1955 to March 1956.” 

You can readily see that on one hand they say there was no speculation or 
manipulation, and in the next point confirm that both occurred and that penal- 
ties were applied against certain individuals who are members of the board. 

We are not at all surprised that they had to make this report as it would 
take some pretty sharp eyes, sharper I think than we have in our investigators, 
no matter how competent they were, to determine the goings on behind the scenes 
on the handling of onions. 

Many of you members of the committee remember the old bunco game that 
was practiced in the circus called the shell game where a very fast and sharp 
individual had three little shells that you wagered your money that you could 
always guess under which shell the little pea was hidden. If you ever risked 
your money, you soon found out that the hand was quicker than the eye and 
that you didn’t have any business fooling with the other’s man’s game. 

Accepting the fact that the United States Department of Agriculture say they 
could not find any traces of manipulation, well and good. Let’s just admit they 
are too fast for all of us, the United States Department of Agriculture included. 
Surely you, the Senate Agriculture Committee that is supposed to guide the 
destiny of agriculture in the making of our laws, and the United States Depart- 
ment of Agriculture, which is supposed at all times to be the guardian angel of 
the growers, will not support the reasoning that because the shell game was 
faster than the eye that it was legal and proper and should be allowed to 
continue. 

Many times in the past we have referred to the mercantile exchange as the 
same as a fast operating game of professional gamblers that our onion growers 
and shippers are not able to cope with. 

Surely the growers and shippers are within their rights when they ask to 
be dealt out of this game of sharpies, as even the rankest poker game, if you 
want to sit out or stay out, that is your privilege and as far as onions are 
concerned in the mercantile exchange, they are only asking to be dealt out of 
the game. 

We have been through 16 years and we believe that we know what we as 
an industry want. We don’t like the operations of the mercantile exchange. 
We do not want onions on the mercantile exchange and we are asking you in 
the United States Senate and the Agriculture Committee of the Senate to 
assist us in passing this legislation and assist us in getting out. 

You members of the committee of both the Senate and the House many 
months ago, some 18 or 24 months I would say, agreed to go along on an inquiry 
to be made by the Commodity Exchange Authority to determine if new rules 
could be made in the operation of the exchange to make it more acceptable to 
the growers and shippers of onions. 
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Gentlemen, we have suffered with this thing for almost 18 years. We know. 
We do not want any more and do not care for any new rules or laws which 
Coners SS may pass other than these two bills that you have before you will 

andle. 

What the board does, how they do it, or who they do it to on staple commodi- 
ties that lend themselves to their operations, is no concern of the onion industry. 

Our product does not lend itself to board trading. It is too highly perishable 
and we believe if the ruling could be located in the original makeup of the 
mercantile exchange, their own laws or rules, whatever you want to call them, 
would prohibit the handling of perishable commodities on the board. 

We have searched for this particular ruling as it was used by someone over 
the past 3 years in a hearing, but we have never been able to find it, This com- 
mittee may have that information available. 

History and statistics show that the board influence carries over the next 
6 weeks after trading is discontinued and since the trading of onions ceases 
on March 22, our past experience is that Texas early markets have been 
depressed by this board condition until the first of May. 

Drought last year at planting time reduced our acreage and excessive mois- 
ture this season again cut down our acreage materially. Last year, however, 
our onions came on at their normal time when the board was in operation and 
we were very severely hurt by board manipulations. 

This season, owing to the continued damp, cool weather our crop has been 
held back fully a month. At this very moment we still cannot move more than 
a token shipment of onions as it is utterly impossible to get them matured 
in the moisture and cool weather we have been experiencing. So if Texas comes 
through with a fair market in the beginning this year, it is to be credited to the 
weather and not the exchange. If the growers of northern onions who we un- 
derstand are now bringing the onions out to a greater or lesser degree from 
storage fare better than usual, it is because they do not have the competition 
from the South. 

If, however, our onions would have come on normally this year the first of 
March, both the northern storage onion growers and the Texas early onion 
growers would have been caught right square in the mercantile exchange squeeze 
the same as in previous years. 

We are most hopeful that Texas will escape this 30 to 45 days of depressed 
markets which we have been experiencing over the past years and that both 
ourselves and the northern growers can move our crops out in an orderly manner 
as the board’s handling ceases as of Saturday of this week and with our very, very 
slow season, we know that Texas is not going to be any great onion factor for 
another 2 weeks. 

Naturally our growers are concerned as a producer of these early cars have 
had some pretty tough experiences the past years. The 1956 example is the best 
we can cite as the first 7,000 cars we moved brought the growers red ink. 

Gentlemen, we are only appearing before this committee for one thing and 
one thing alone and that is to urge that you pass one of these bills or both if 
necessary to make it possible for us to have our onions removed from the mercan- 
tile exchange. We are not interested in any more investigations or trial and 
error experiences. They have been found to be entirely too costly. 

We want to be free and clear of this game of chance just as quickly as we 
can. If Congress or the CEA deems it necessary to make further investigations 
of the mercantile exchange for the benefit of cotton, grain, and other staple prod- 
ucts, well and good. Just fix it by law so we will be out for good and let us get 
back to our known method of moving our onions which is controlled by supply 
and demand which we, the producers of these onions, feel is the only safe and 
sensible method to pursue. 

Thank you gentlemen for your time. 


Mr. Anson. For your information, Mr. Chairman, you asked Mr. 
Hardwicke a question a moment ago in regard to the shipments; in 
1957 there was—that is, up and through March 16—there were 127 rail 
cars shipped, and 444 carloads by truck, or a total of 571. This year, 
for the same period, there have been 14 rail cars and 20 by truck, mak- 
ing a total of all of 34. 

So you see, we haven’t been able to get into business. 
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The Cuamman. That is evidently what is causing the onion mar- 
ket to go up. 

Mr. Anson. The market didn’t have a thing to do with it, Senator. 
If we could have got the thing —— 

The Cuarrman. But, it is up. 

Mr. Anson. It is up because there is a scarcity of onions. 

Thank you, Mr. Chairman. 

The CuHamman. We will recess now until 2 o’clock. 

(Whereupon the committee recessed at 12:20 p. m., to be recon- 
verned at 2:20 p. m., the same day.) 


AFTERNOON SESSION 


Senator Jounston. Mr. Lee, have a seat. Will you identify your- 
set fully here for the record? Just proceed as you see fit. 


STATEMENT OF CLARENCE H. LEE, MALHEUR COUNTY ONION 
GROWERS ASSOCIATION, ONTARIO, OREG. 


Mr. Lee. Mr. Chairman, and members of the Senate Agricultural 
Committee. My name is Clarence H. Lee. I am the immediate past 
president and a director of the Malheur County, (Oreg.) Onion Grow- 
ers Association, whom I represent today. I live in Ontario, Oreg., and 
have been an onion producer in Oregon and Utah for the past 27 years. 
Our association of 178 members has asked me to relay to your com- 
mittee their opposition to onion futures trading and their wish that 
S. 778 and S. 1514 might be approved and this practice be prohibited. 

I hereby submit a list of those growers in our organization. 

(The list is on file with the committee. ) 

Growers in our district passed unanimously last February a resolu- 
tion for prohibiting onion futures trading. This is not the first ex- 
pression of opinion they have made on this matter. They have 
opposed it for a long time. They have backed up their opinion with 
time and money. Nine different men representing our small asso- 
ciation have traveled over 50,000 miles to make our story known. 

The points we have made, and that we now reaffirm, are these: 

1. Our onions are not actually traded in any amount although our 
district represents one-eighth of the national supply or storage onions. 
Still the futures board affects our prices. 

2. This speculative contracting encourages planting of excess onions 
to the detriment of prices in the whole industry. 

3. The small volume and perishable nature of onions makes trading 
of the corp subject to manipulation at any time supplies may be short 
enough to bring the growers a good return. 

4. Our growers, and I believe the growers generally, cannot use 
the futures market, so it serves no purpose for us. 

In addition to these main points, we maintain that onion futures 
trading contributes nothing to the marketing of onions. The 1955-56 
report of the CEA shows that 254,000 separate futures transactions 
involving sales totaling $132,700,000 were made on onions even though 
contract settled by aultvery on such sales totaled only 1,465 carloads 


of onions in that season. Even the CEA report points out that the 
futures exchanges contribute little to the marketing of onions. 
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In fact, the effect they do have is to demoralize prices at times when 
there is no reason for fluctuation. Last winter I had a very good 
opportunity to view this situation first hand. I had some 20 cars of 
onions January 15, 1957. The stocks on hand report indicated that 
there was every reason to expect a very good return for onions until 
the end of our shipping season. Prices jumped from $3 per hundred 
to the grower to $5.25 per hundred by the 1st of February 1957. The 
futures market had been jumping by leaps and bounds during this 
period. Then all of a sudden it began to go down at a rapid rate. 
I sold my onions around February 15 at $2.25 per hundredweight, 
for considerably less than half of what they were expected to bring. 
Soon after the expiration of the futures contract in March, the Texas 
crop brought a very good price. 

enator JOHNSTON. By the way, you go in the grocery stores today 
and you pay as high as 3 pounds for 29 cents. 

Mr. Lez. That is right. They are up at this time, sir. 


Senator Jonnston. But the farmers don’t get much good out of 
that. 


Mr. Ler. No. 

This violent reaction of the futures on the fresh onions is, I think, 
the main reason why the onion industry is fighting harder each year 
to eliminate the futures trading. Most commodities have been gen- 
erally accepted for futures trading by those concerned in a period of 
from 3 to 5 years. But not so with onions. After some 16 years we 
are more convinced than ever that futures trading in this perishable 
commodity can never work for the good of the industry as a whole. 

Senator Jonnston. Did the industry ask for this law, the trading 
in futures, in the beginning ¢ 

Mr. Ler. Oh, no. 

Senator Jounston. You have been against it all the time? Good. 

Mr. Lee. All the time, you bet you. 

Senator Jounston. I just wanted to get that. 

Mr. Leer. If a poll of the bona fide onion growers in the section 
with which I am personally familiar, could be taken, I am certain 
90 percent of them would favor the abolition of onion futures trad- 
ing. That is an overwhelming majority in any type election, is it 
not? These are some of the organizations who have gone on record 
as opposing trading of onions on the board—United Fresh Fruits and 
Vegetable Association, American Farm Bureau Federation, Idaho 
Onion Growers Association, Malheur Onion Growers Association, 
Western Oregon Growers, Texas Onion Growers, California Onion 
Growers, and Colorado Onion Growers, to mention but a few. On 
the other hand, who in the industry has voted in favor of onion fu- 
tures trading? So far as I know, no organized industry group. 
Only a few individuals. 

Since trading began in onions in 1941 without the wish or consent 
of onion growers or shippers, is it asking too much to have them re- 
moved from trading when such a high percentage of growers and ship- 
pers are opposed to this practice ? We have heard the fear expressed 
that the setting of a precedent for the removal of a commodity from 
futures trading would endanger this activity in commodities where 
it has proved to be of economic value. 

We recognize in a continual supply of storable commodities such 
as wheat and cotton it does have an economic value. Actually a com- 
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modity whose producers oppose trading of futures and show it is 
detrimental should be removed from futures trading for the protec- 
tion of industries where this activity needs to be maintained. 

Unless some standards-are set for this activity, and some require- 
ments set up of commodities that can be satisfactorily handled, there 
may be futures on lettuce, on melons, on any number of small indus- 
tries where the supplies are small and the marketing pace is rapid. 
If this time comes we will see growers in these industries unite with 
onion growers for a real housecleaning on speculators in such farm 
commodities. 

It has been revealing to me in studying testimony for the various 
hearings, why onion growers want futures trading stopped and why 
the members of commodity exchanges want it continued. Growers 
only want this one hazard to their business removed. And they expect 
to go on meeting natural production hazards, price fluctuation, and 
other problems the best they can. Supporters of onion futures want 
to nisi money from speculation and brokerage commissions. They 
aren’t particularly concerned with any effect they may have on the 
onion business as long as they are allowed to continue with their 
money-making activity. Between the two groups, it seems pretty 
clear to me which is the larger segment. And which is more basically 
involved in supplying this food crop, and which should be given the 
most consideration in deciding a matter of this nature. 

Senator Jounsron. You answered that when I was asking after- 
ward, I noticed, in your statement here. 

Is there anything else you want to add? 

Mr. Ler. No, sir. Thank you. 

Senator Jounston. We certainly thank you for coming here. 

Ed Baldwin. 

Mr. Baldwin, go right ahead. 


STATEMENT OF EDWARD BALDWIN, PRESIDENT, GENESEE- 
ORLEANS VEGETABLE GROWERS COOPERATIVE, ELBA, N. Y. 


Mr. Batpwin. Honorable Senators, my name is Edward Baldwin, 
Genesee County, Elba, N. Y., a grower all my life of onions, potatoes, 
carrots, and lettuce. I grow 60 acres of onions each season. Also, I am 
president of the G-O Vegetable Growers Cooperative at Elba, N. Y., 
and represent 150 growers, along with my own firm opinion, that 
futures trading in onions on the mercantile exchanges should be once 
and for all abolished. We know it is a cancer, a rot—and destroys 
our chances of survival, unless we ask you Senators for subsidies. We 
feel you have enough subsidies now, without adding onions to your 
list. 

Truthfully, and we think you know by now, that over 98 percent 
of all onion growers—all States—in the United States are strongly 
opposed to trading in onion futures. Over 31 States grow onions. 
Surely when 98 percent of all farmers in all 31 States are opposed 
to futures, surely this alone should open your eyes, your minds, and 
your votes to believe we are not kidding; we are serious. We must 

ave futures trading in onions abolished for the good of the industry. 

Futures board is the real underlying reason for overproduction. 
Futures attract gamblers and speculators to underwrite and finance 
large acreage of onions. Futures are run like the oldtime bucket- 
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shops—full of rumors and untruths. Futures do not reflect true 
cash prices. Futures are not used by chainstores, receivers, or can- 
ners for their supplies of future onions. Futures are used and manip- 
ulated only by 2 percent of growers, gamblers, speculators, and 
brokers. It is a short way to a fast dollar, providing you are in with 
the right gang, who do the manipulating, who spread false rumors, and 
are all parasites living off 98 percent of hard-working onion growers. 
Onions are now in the hands of brokers, gamblers, and only 2 per- 
cent of the onion growers. All we ask is that you ban futures, and 
give back to the 98 percent of the growers their own onion deal. 
Thanks. 

Senator Jonnsron. We certainly thank you. 

Mr. Ingersoll. 

Mr. Ingersoll, you just proceed as you see fit. We are gathering 
information here. 


STATEMENT OF JERALD INGERSOLL, SULLIVAN, WIS. 


Mr. Chairman and members of the committee, I am Jerald Inger- 
soll, of Route 1, Sullivan, Wis. My father and I own and operate 400 
acres as a partnership, on which we grow about 250 acres of vegetable 
crops, chiefly onions, potatoes, and fresh market sweet corn. 

Most of the actual growing and shipping of our crops is done by my 
dad and I with the help of a family of Texas-Mexicans who now stay 
with us the year around. We’ve always lived in this community. 
Dad’s farm, the home place, was homesteaded by my great grand- 
father in 1848. 

In our farming operations, with the cost-price squeeze as it is, we 
are endeavoring to cut our cost of production by working closely with 
the university. We usually donate several acres to crops for weed 
control and new-variety testing. This has helped greatly to lower our 
cost of production while increasing our yields and improving the 
quality. 

In marketing our crops we depend wholly on supply and demand 
and never on supports of any kind. Now we are up against an abuse 
of this law of supply and demand. This is called onion futures trad- 
ing. This onion Taliwen trading has badly hurt our cash onion mar- 
kets and driven some of our neighbors out of business. 

When this onion futures trading was started on the mercantile ex- 
change, they said it was for the producers benefit because it gave him 
a chance to hedge his crops at a high price. But the average farmer 
finds it impossible to use it to his oieudiaan First, he hasn’t the 
capital to finance a hedging program because it costs at least $300 a 
carload to place a hedge. 

In our case, where we operate on credit and borrowed money to 
grow our crops, it would be impossible to finance such a program. 

We have talked to our local banker, and he said that the only time 
he would ever be willing to consider a hedging program would be 
after our onions are harvested and stored in our warehouse 

Senator Jounson. Would it be a hedging program or a gambling 
program ? 

Mr. Incersott. Mostly a gambling program, I would think—and if 
they would grade out No. 1 quality. There is no advantage in selling 
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this late in the season because by this time November deliveries are 
being made and your market is generally depressed. 

Even if we could hedge during the growing season, we would con- 
sider it too much of a risk. An example of this was the crop of 1952 
when we had poor growing conditions. It was climaxed by a hail- 
storm which wiped out one half our onion crop. Those hailed onions 
were of such poor quality they were never harvested. Our neighbor 
that year had onions sold at planting time at $1.30 a bag and could 
not make delivery of No. 1 onions that November because of these con- 
ditions, so he had to buy onions at $2.50 a sack or default on his 
contract. 

Another way it hurts our cash markets is by causing overproduction. 
A contributing factor to this overproduction is that the November con- 
tracts open before planting time, generally at a high figure which en- 
courages overplanting. Also, financiers interested in selling on the 
board will make deals with farmers to raise 2 and 3 times their normal 
acreage. They will then finance the growing and control the selling 
of the onions, using them to their advantage to deliver on the exchange 
at a given time to break the market. 

In this way a few speculators can easily control the market. We 
began to run into this speculation in the winter of 1954. There was 
an overproduction of onions that year, and the price of both cash and 
future markets were below cost of production. We were apporached 
by a cash buyer who offered us $0.20 a sack above the going market 
price if we would grade and load them in cars by a certain time. 
We thought we had a good deal, not knowing the real purpose for 
which they were intended. About a month later we received tele- 
grams and telephone calls from the railroad company in Chicago 
asking us what they should do with our onions which were still in 
the cars on the track. We realized then that our onions were used 
for oo sole purpose of further breaking an already depressed 
market. 

In 1955, with normal production, the price was still depressed by 
speculators delivering heavily in short periods during contract 
months. We know this, having been approached again, this time 
by the actual speculator who was known to-be delivering heavily. 

This year, recognizing their operation, we refused to have any part 
of this type of manipulation, even though it meant a loss to us. 

Our sales records show us that the onions we sell from our ware- 
house bring us less than the onions we sell directly off the field at 
harvest time. This is caused by these speculators that overdeliver in 
short periods of time. 

These onions are often inferior in quality, or by standing on the 
track while they are being delivered and redelivered they fall off 

rade. These are then channeled into cash markets at greatly re- 
dora prices. This type of merchandise has a depressing effect on our 
regular cash markets. 

n these ways and many others which we know, but have no actual 
proof of, this onion futures trading has badly hurt the average 
farmer. 

It is our honest belief that unless futures trading in onions is 
prohibited, we are going to be forced out of onion growing, which 
has been a substantial part of our farming operations for over 20 
years. 
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I want to thank you for allowing me this time to present my state- 
ment. 


Senator Jounston. We certainly appreciate your coming. 
Mr. William Plaisser. 


STATEMENT OF WILLIAM PLAISSER, GRANT, MICH. 


Mr. Pratsser. Mr. Chairman and committee members, my name 
is William Plaisser, from Grant, Mich. We as farmers are trying 
to make a living raising onions. We have many problems, such as 
insects, weeds, and weather to contend with. We try with our own 
effort to solve these problems. 

We raise a very perishable crop. It takes 4 months to grow a 
commodity such as onions. First of all they are harvested into bushel 
crates, put in frost-free storage warehouses where they are kept at a 
temperature ranging from 34 to 40 degrees. We then have only 7 
months to market our crop. 

Unlike corn, wheat, or cotton, onions start to break down immedi- 
ately. As the months go by, it becomes more difficult to pack a No. 1 
onion. 

As soon as this commodity is packed, it should as soon as possible be 
in the hands of the consumer. Therefore I am very much opposed to 
futures trading on the mercantile exchange. It does us no good, serves 
no purpose. It is not a market for actual onions. The trading is 
merely in paper contracts. A very small percent of actual onions are 
handled there, and those only delivered with the idea of breaking down 
our markets. No one buys onions there with the idea of hedging for 
future supplies, and very ‘few sell onions as a hedge. Nearly all trad- 
ing is speculative and interferes greatly with the regular marketing 
procedure. 

In the selling of onions, it has not a part in our business, but con- 
stantly robs us of a decent market so we can make a living from our 
work. 

We urge you and the members of the Senate to support the bills ban- 
ning futures trading in onions on the mercantile exchange. Thank 
you. 

Senator Jounston. We certainly thank you for coming here. 

John Gillard. 


STATEMENT OF JOHN GILLARD, ELBA, N. Y. 


Mr. Giuuarp. Mr. Chairman, and members of the committee, I am 
John Gillard, from Elba, N. Y. In partnership with my father and 
brother we operate 200 acres of muckland of which 75 is in the pro- 
duction of onions. 

My father has been in the business since 1914 and my brother and I 
since finishing school in 1949. 

My testimony would only be a repetition of what has already been 

said, so I had better forego that. 

Senator Jounston. You think there is nothing to be gained by the 
law? You think it would help you if it was made so they could not 
deal in futures ? 

Mr. Gitiarp. I would like to go on record as opposing futures trad- 
ing of onions on the mercantile exchange, because we feel it has 
become an extreme detriment to the onion industry. 
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Senator Jounston. If you have anything written, about the same 
length as that, and want to put it in, I would be glad to have you insert 
it for the record. 

(The statement is as follows :) 

Mr. Chairman, honorable Senators of the Agriculture Committee, I am John 
Gillard from Elba, N. Y. In partnership with my father and brother we operate 
200 acres of muckland of which 75 is in the production of onions. 

My father has been in this business since 1914 and my brother and I since 
finishing school in 1949. We would like to go on record as opposing the futures 
trading of onions on the Chicago Mercantile Exchange because we believe it has 
become an extreme detriment to the onion industry. 

The point I would like to stress is the perishability of onions in relation to 
other commodities traded on the exchange. In comparison with cotton and 
grains which can be stored for lengthy periods without depreciation, onions are 
a commodity which have considerable shrinkage from the time they are stored in 
fall until they are removed say 4 or 5 months later. This shrinkage under ideal 
conditions can amount to 5 percent or more, to say nothing about the years when 
weather conditions are unfavorable and a good keeping onion is not produced, 
therefore, I believe the onion as a commodity is not one to be dealt with on the 
futures. 


Senator Jonnston. Mr. Zerfas. 
STATEMENT OF JOHN ZERFAS, EATON RAPIDS, MICH. 


Mr. Zerras. I am John Zerfas from Eaton Rapids, Mich. An open 
letter to the honorable members of the United States Senate: 

Dear Senator: May I solicit your support to prohibit by law the 
futures trading of onions? 

The history of the Chicago Mercantile Exchange during the past 
years clearly indicates that futures trading in onions is very detri- 
mental to the onion industry. 

I am opposed to the futures trading of onions on the Chicago Mer- 
cantile Exchange because it constitutes another hazard to the onion 
growers’ industry. We have many natural hazards with which to 
contend, such as wind, rain, insects, and sometimes drought; but dur- 
ing the past years our biggest threat was to be found in the activities 
of the merchantile exchange. It is a matter of history that, to 
manipulate the market, the futures traders in 2 different years placed 
in cold storage in Chicago six to eight hundred carloads of onions. 
These onions were to be used as a lever, to depress the actual cash 
onion prices as opposed to the futures prices. In this case, the onions 
were of mediocre quality. In order to be used for the purpose the 
exchange intended, these onions were either sold on consignment to, 
or were at the disposal of, commission houses in many larger cities. 
As a consequence, in March of 1956, the activities of the exchange 
brought future quotations of March onions to the shamefully low 
price of 10 cents per bag, 50 pounds of onions. The bag itself cost 
20 cents, plus 30 cents for brokerage and freight, for a total cost of 
50 cents per bag, to deliver onions on the exchange in Chicago. 

The above facts are a summary of the 1955-56 onion market. The 
fate of the 1956-57 crop was not far different. The cash market 
reached a low of 80 cents per hundredweight in October 1956. On 
February 6, 1957, it was $3.75 per hundredweight. 

Senator Jounston. When must the farmers gather? What time 
were you gathering the onions? 

Mr. Zerras. In September. 
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Senator Jounsron. So immediately thereafter they went down, 
didn’t they ? 

Mr. Zerras. Down as low as 80 cents a hundred. 

Senator Jounsron. But after they got out of the hands of the man 
that produced them, they went up? 

Mr. Zerras. Well, they didn’t go up until pretty well in February. 

Senator Jounsron. But that gave him plenty of time to get it out 
of the hands of the people that produced them ? 

Mr. Zerras. Not all of them. 

Senator Jonnston. Not all of them? 

Mr. Zerras. No. 

By February 19, it was down to $1.50 per hundredweight. In con- 
trast with the above cash market, on Faewsry 1, 1957, March onion 
futures were $2.40 a 50-pound bag. On February 6 the price started 
to move downward. By February 19 the price had descended to $1.01 
per bag. Movement of onions from the growers to the market had 
stopped. The February 19 futures price of $1.01 per 50-pound bag 
had depressed the cash market price for February 19 to 75 cents per 
50-pound bag. With approximately 214 million bags still in the 
hands of growers at that time, it is evident how many millions of 
dollars the growers lost on the 1956-57 crop through that manipula- 
tion. 

The history of the 1957-58 crop parallels the history of the previous 
two seasons. During the fall of 1957, the futures quotations were 
consistently below the cash market. In February and March 1958, 
the futures price moved upward. Within the course of a few days 
in March, the futures price fluctuated from a high of $3.35 per bag 
to $2.46 per bag. In relationship to this, the cash market went down 
a comparable amount, and the movement of onions to market had 
almost stopped. 

It is an elementary economic principle that what contributes to the 
stability of an industry is for the good of that industry. The Chi- 
cago Mercantile Exchange has contributed only instability to the 
onion industry; in no way has it been beneficial to the growers or to 
the public, as is alleged. The exchange claims to be helpful to both 
producer and consumer. We, the growers, are not flattered by the 
implied charges of the members of the exchange that we, as growers, 
are incompetent to perceive what is good for the industry, nor do we 
find any solace in the absurdly low prices we have been forced to 
accept for the crop we have produced and stored. 

We onion growers do not ask for Government regulation of our 
industry. We do not ask for price supports, as is the case in other 
agricultural industries. We re ask for the elimination by law 
of our greatest threat, an artificial hazard, futures trading in onions, 
detrimental to both the producer and the consumer. 

I thank you. 

Senator Jounston. What good does it do at all to have futures trad- 
ing in onions ? 

Mr. Zerras. No good at all. I always figured it was the biggest 
damage we ever had. 

Senator Jounston. What does the other side say ? 

Mr. Zerras. Of course, they are making easy money. You know 
what they say. They want it. They never made money easier, I don’t 
think, without investing a cent in the onions. 
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Senator Jounston. Next, Mr. Gruesbeck and Mr. Hammond. Just 
come up and have a seat. 
You may proceed, Mr. Hammond. 


STATEMENT OF LLOYD HAMMOND, EATON RAPIDS, MICH. 


Mr. Hammonp. Senators, my name is Lloyd Hammond. Iam from 
Eaton Rapids, Mich. I farm from 10 to 25 acres of onions. 

My own feeling about futures trading in onions is that it if of no 

use to me or any other onion grower. Instead it is a detriment to 
the onion industry as a whole. It is not a market place for onions. 
but instead it is a gambling place with the cards stacked against us. 
Due to the fact that onions are such a small and perishable commodity 
they can be manipulated quite easily. I feel this has been proven on 
several occasions especially in 1955 when onions sold for 10 cents 
per bag, while the bag itself costs 20 cents. I don’t believe anyone 
will argue the fact that if it hadn’t been for the future trading that 
year, onions would have been worth far more. 
- Some people may argue that future trading benefits the onion 
farmer by allowing him to hedge his onion crop at a good price, but 
relating back to my own experience in this I realize that this is a far 
too risky operation for me or any other small grower. 

Senator Jounston. You would have to have the money to put up. 

Mr. Hammonp. That is right. In my case, I would have to borrow 
money to put up. 

Senator Jounston. You have plenty to do in borrowing money to 
make your crop, don’t you? 

Mr. Hammonp. That is true. 

Senator Jounston. This would just be a double borrowing proposi- 
tion ? 

Mr. Hammonp. And then it is so risky, because of the weather. 

Senator Jounston. It would only benefit the man that was well able 
to take the risk ? 

Mr. Hammonp. The only time that you usually can hedge at a good 
price is during the early months, like right now. And you haven’t 
even planted the onions yet, and something is liable to happen to 
them. And if it does, then you are in bad shape. 

Senator Jounson. Proceed. 

Mr. Hammonp. In June 1955, I hedged three carloads of onions. 
Ten days later, on July 4, hail hit my farm and I had no onions to 
deliver. This situation left me with the problem of buying back these 
onions. 

Senators, I believe we onion farmers are really asking very little 
from you. All we ask is that you put the marketing of our crop back 
in our own hands. It is up to you Senators to decide whether the 
onion industry is going to belong to the growers and other legitimate 
traders or whether it is going to continue to be in the hands of un- 
principled gamblers, who have not one cent invested in the production 
or distribution of the crop. 

Thank you. 

Senator Jounston. Well, would it pay you to form some kind of 
group together and cooperate so you could use somebody else’s onions 
if they grew them, if you didn’t happen to grow any, too! You would 
have to almost do that. 
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Mr. Hammonp. Well, you take the chance that maybe you hedge at 
what you figure is a prett y good price, and you lose your onions. Then 
if there is a flood or something, there aren’t any onions in the whole 
area. And in turn the future board will go higher, and you could lose 
a lot of money there, having to buy some onions someplace to deliver. 

Senator JoHNSTON. Next witness. 


STATEMENT OF FLOYD LYNN, HOMER, MICH. 


Mr. Lynn. Mr. Chairman, members of the committee, my name is 
Floyd Lynn. Ilivein Homer, Mich. W ith your per mission, I would 
like to speak from notes. I am a farmer at heart. 

Senator Jounston. Go right ahead. 

Mr. Lynn. For the last 40 years I have worked in onions. I started 
when I was very young. In the past 18 years, I have been a grower 
and a shipper. 

Senator Ellender stated some time ago that he wanted the gentlemen 
appearing here to keep away from one thing as much as possible. But 
the reason here today that these gentlemen are appearing, they all have 
the same disease. 

Now, that disease, as we classify it in our own minds, we call it 
onionitis, or the onions cause their disease. Or they all have in the 
same accord to ban onion futures. 

But I shall make my few remarks as quick as possible, and then leave 
someone else go ahead and proceed. 

One remark that I have here is that the onion deal is strictly a paper 
game. And the houseman gets all the money if they play long enough. 

Now, that is true in poker , and it is also true in the onion deal. 
The futures in the onions has taken the commission for the past 15 
years, While the other boys have siphoned the profit off the onion deal, 
and the result is that the house man has all the money now, and the 
onion growers haven't any. 

Senator Jounsron. Are there very many onion growers making 
use of the present system ¢ 

Mr. Lynn. Very few, if any. And if they are, they are usually 
financed by the board themselves, and when they once get in their 
clutches, instead of paying the rate of 5 or 6 percent, they usually 
pay through the nose at possibly 20 or 25 percent. 

Senator Jounston. Well, now, how could that happen / 

Mr. Lynn. All right, sir. Suppose a grower had no money. And 
they put up the initial fee of $300. Then for a certain amount, we 
will say in some instances it is $90 a car, they w ill put the extra money 
up to protect the grower until he can hedge his onions. 

Now, on $300, if the initial fee or the initial amount of money 
went up, where the investor had to at some time or another put up 

say another $600 for a month, then he could take the 600 back again. 
You understand as the hedge goes along, if it goes against the hedger, 
he has to put money up to protect the hedge. 

Senator Jounston. Does he get the money back if it goes in the 
other direction ? 

Mr. Lynn. Only if he sells out. 

Senator Jounston. Only if he sells out. 

Mr. Lynn. Yes. If you don’t, then it stays there. 
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Senator Jounsron. But he can sell out if it does not ? 

Mr. Lynn. Yes. He can sell out. Now, I figured it out. If you 
take $300 for a year, it is $15. And a hedger, the cheapest they will 
charge you will be $60. So if you kept the money for a year, the 
rate of interest would be 20 percent on the $300 that they would give 
to the farmer to protect him against being sold out, in other words. 

Now, it doesn’t last a year, so the longest it ac tually could last would 
be possibly 6 months. So if you take 6 months and figure it that way, 
it is actually 40 percent. 

You understand the situation, sir? 

Senator Jonnston. Yes, 

My. Lynn. Now, that is one of the reasons why the brokers in 
Chicago like our business that well. It isa mighty good proposition. 
And there is a good many of them that would like to get an overdis- 
tressed farmer—— 

Senator Jounston. Dothey finance you sometimes / 

Mr. Lynn. Oh, yes. And especially if a farmer is in bad shape 
financially, one of the board members just loves to get ahold of that 
poor unfortunate fellow so he can feed him that money at about 30 
to 40 percent interest. And then he takes his rights away from him 
as a citizen because if he is financed by a member of the board, we 
will say as an illustration today, he won't dare to come down here and 
appear against the board, because he has sold his soul to the member 
of the board. Do vou understand that? If he did, the man that was 
financing him would immediately withdraw his financing from him, 
and the man would be out. 

Senator Jonunson. That seems to be almost as bad as some loan 
sharks in some places. 

Mr. Lynn. Well, the loan companies have much more conscience 
than the members of the board, because they will slit one throat 
and the next time they have another one on their hands, while the 
loan company will pay this fellow on hand and let him pay the in- 
terest if nothing else, because eventually they figure he will pay some 
on the prince ipal. 

This is one of the reasons why I don’t like the onion futures. 

Senator Jounson. Now, I want to get in the record, straight, just 
what you have said. I may have to try later to answer that. 

Mr. Lywnw. I will be very glad to. 

Senator Jonnson. I want to keep it just exactly right. 

Mr. Lynn. I almost refrain from referring to 1955 because there 
are so many times that every member comes up almost has to do that 
because it 1s so obvious what happened in 1955. But with your per- 
mission, I will mention one more incident that happened. 

In 1955 there were some cars of onions sold as many as 40 times 
on the Mercantile Exchange. Now, at the rate of $22 per car, that 
would amount to $880 brokerage on one car of onions. That 1 is for 
the CEA records, they have a record on that. 

Senator JOHNSTON. How many times? 

Mr. Lynn. Forty times. 

Senator Jounston. Was somebody getting a commission every 
time ? 

Mr. Lynn. They get a commission every time. If they don't, 
someone is in trouble. 
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Now, as a shipper, I eee $30.05 a car, 600 bags. And then 
I’ve got. to hota bac k of that perishable onion, or in other words 
if the car or truck load is rejected, I lose the broker age plus the loss 
on the car. 

Senator Jounsvon. If it had been sold a couple of times more, 
you would have been owing them some. 

' Mr. Lynn. You are not just kidding there. 

Out of that $30 is my phone calls, and perhaps maybe going out 
in the country and delivering the bags 20 or 25 miles. So my profit 
actually on $40 is very slim. 

Senator Jounsron. Did you ever sell any onions, and after you got 
there, have it said that they were inferior, and deteriorated, and 
you come and get them ? 

Mr. Lynn. Oh, yes. After 18 years I have had a lot of experience. 

Senator Jounsron. I have had that with peaches. 

Mr. Lynn. Maybe one reason that I am so violently against the 
brokerage dealer is because someone else stole my deal. If I could 
get $880 for 1 car, I wouldn’t have to have any customers. But un- 
fortunate ‘ly, my profit is so slim that the present dealers almost force 
me out of the brokerage business. 

Shall I proceed ¢ 

Senator Jounsron. Proceed. 

Mr. Lynn. The violent up and down swing of the futures interrupts 
the cash market. The receiver looses confidence in the shipper. If 
you have had experience in chipping, when you call a receiver, he 
will say “What is the market like?” And if you are truthful and 
a good shipper, you tell him the truth. If you think it is slow, you 
will say “Not too good. I wouldn’t buy too heavy.” Or if it is 
good, you tell him. 

Now, I have some friends, receivers that I have been selling onions 
to for 18 years. They have a lot of confidence in me, or shall we 
say did, in tellling them the truth on what the market looks to me. 

Now, for an illustr ation, I sell them a load of onions for $2,000, 
a truckload, today. ‘Tomorrow they get the truckload. They have 
bought that for an investment. Tomorrow the board goes down their 
limit of 35 cents a bag. Then the receiver calls me and he says “Mr. 
Lynn, what happened ? You told me the market was good. Now 
today I am losing money on my $2,000 investment.” . 

But I had nothing to do with the futures board of trade. It goes 
up or down 35 cents, and it reacts so fast that that receiver with 

2,000 worth of onions cannot get rid of them quick enough to not 
“a a loss. 

The cash market reacts slowly. If a man buys a load of onions 
for $2 a bag, he tries to get $2.25. And that is what wee happen 
in a normal procedure. But today, if he buys a load for $2, before it 
gets there, not very often does it happen, it may be worth $2.50. He 
holds the onions, and before he gets rid of them, he takes a dollar 
and a quarter. So he is so confused that he doesn’t know whether 
he has a load of onions or a load of apples. 

Now, another confusion, sir, is this. If the normal market is $2 

hun dred, and they have a squeeze play on some party in Chicago, 
which is always the case, they run the market down to a dollar and 
a half—it interrupts the normal thinking of a farmer, the grower. 
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He was a $2 market, the board goes down, nobody wants to buy, be- 
cause he figures or the trade in general figures that the deal is going to 
go down. So he gets frightened. He sells his onions. And maybe 
before the shipper gets the load out, the market has went the other 
way and it is $2.50. 

Well, then the shipper is dishonest, because he took advantage of 
the farmer. He bought them when they were a dollar and a half and 
he gets $2.50 for them. 

Now, what this futures board of trade does, it confuses the shipper, 
the grower, aiid the receiver. Its violent reactions work too fast. It 
just « rannot happen that fast. And that is one of the reasons, among 
— that the onion boys want to get rid of the futures board of 

‘ade. They can’t keep up with it, because they don’t know what is 
or on back of drawn curtains, hotel rooms, where oftentimes they 
meet “You sell 50, I will sell 50, Tom Jones salls 50, and when it goes 
down to a certain point, you buy 50, I will buy 50, and he buys 50.” 
It can happen in 1 day’s time, it has in the past. And they all make 
a football out of the onion deal, while the poor innocent farmer with 
his money invested in the onions, he sits out like a dummy and says 
“What can I do? The other guy ‘has the money, he takes care of the 
price of onions. I can’t do anything.” 

I proceed, or am I talking too much ? 

Senator Jonnson. No; go ahead. 

Mr. Lynn. I will wind it up fast. I didn’t intend to talk hardly 
at all. 

Nobody invests in actual onions because they don’t have to. They 

can get on the phone, buy 10 cars in 3 minutes, sell it in 3 minutes, 
and it is a very clean transaction. And if he is lucky, he will make 
money. If he is unfortunate, he loses. 

But if there is no futures board of trade, and an investor comes 
out and buys the actual onions, he is not interested in those onions 
going down as soon as he puts his money in them. He is interested 
in the onions going up. But if he has no money invested except the 
paper transaction on the board, he doesn’t care whether the onions 
go up or down. In other words, he has no feeling toward the onion 
farmer at all that has produced the crop and has his money invested. 

That is another reason why there is not any conscience in the onion 
dealer today. It is because if a broker can make money running the 
market down; actually that is what he is trying to do. He has no 
conscience or no feeling how he makes that money. While the actual 
boy that has got the onions, he does have a conscience, and it is an 
interruption. 

Even in the onion industry itself, there is bitterness toward each 
other, if one farmer would happen to be lucky enough, which is very 
few of them, to make money on a downgrade, while the actual farmers 
are holding their onions and building it up. There might be one out 
of a hundred, and you will have some next week, who will tell you 
how nice this is, because he is lucky or has the cash money to go in 
and invest it. There is a lot of bitterness towards that guy from us 
fellows, because he is cutting our throats while he is making a few 
bucks himself. 

If this is eliminated, it puts us all on the same deal. If we are in 
the onion deal we are in it to make money. We are in it to see that 
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the price is stabilized and not 50 cents up 1 day and 50 cents down 
the next day. 

Senator Jounston. Isn’t one of your great troubles in onions hav- 
ing a proper marketing erme Q 

Mr. Lynn. That is right, sir. 

Senator Jounsron. We find that is true with most perishable 
things that you sell. That is, having a market where the people that 
buy from you realize that you have to get rid of it, and when they 
know that, they sit by a little bit and give you a squeeze play, and 
you have tosell. Isn’t that true? 

" Mr. Lynn. Yes, sir. 

Senator Jounston. I wish there were something we could work out 
to create a better marketing system for all perishable goods. As long 
as it is as it is, certain people are going to take advantage of the man 
that produces. 

Mr. Lynn. That is right, sir. One small remark and I am finished. 

Senator Jounston. Proceed. 

Mr. Lynn. There is one thing that has been mentioned here today, 
and I rather hesitate to mention it again. But I think I would like 
to bring out one light here that possibly the Senator didn’t catch, and 
that is this. 

The November contract—we onion farmers and shippers have been 
against this November contract ever since it has been introduced on 
the board of trade. And that is for this reason. We have always 
advocated that onions should never be put on the board of trade before 
the Ist of June. After the 1st of June, all the onions are in, all the 
gamble isover. Thenif he wanted to hedge, which we never wanted— 
any part of the board—they could. 

But no—the board of trade in futures onions, it would take some of 
their business, not thinking what it might do to the actual onion 
farmer. They have to start it in February, start selling our crop, 
that we invest our money in, in February. Gentlemen, the thing has 
sunk pretty low when we have someone to sell our future out before 
us, before we actually have got any seed in the ground. 

If that happens in some other industry, like the peach industry or 
some other perishable commodity, I am sure that their patience would 
not have lasted 16 years like ours has. I am sure that they would 
have tried to do something before. The onion farmer has been very 
slow in reaction. The farmer takes a lot before he says anything. 
But this has come to the point where the farmer’s back is against the 
wall, and if he doesn’t do something soon, the best. of the farmers, 
of the onion farmers, are on their way out, and that is soon. <A lot of 
them have fell by the wayside. And I think one reason why we have 
not put up a vicious fight before this is because the big farmer thought 
that he could withstand the storm. But he has found out that when 
the smaller farmer could not make it, he didn’t have any better chance. 
He was just a little bigger duck to get plucked. And the board has 
plucked him just the way that they have plucked the small farmer. 

And now to day, thank God, the onion farmers have waked up to 
the point where he is asking help, and we know that we have come 
to the right place, Senator, to get help from you gentlemen. 

Senator Jonnston. I am glad to have you say that. 
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Mr. Lynn. And with the faith of God, we hope that you gentlemen 
see it the right way, put this onion deal back in the right channels 
where it belongs. 

I thank you, and I am sorry I talked so long. 

Senator Jounsron. Mr. Gruesbeck. 


STATEMENT OF WAYNE GRUESBECK, EATON RAPIDS, MICH. 


Mr. Grurspeck. IT am Wayne Gruesbeck from Eaton Rapids, Mich. 
I came over 600 miles to put in my protest against futures trading in 
Onions. Why ? 

For instance, this is what happened in 1955, which convinced me 
that the futures trading in onions was manipulated. When onion 
futures dropped to 10 cents a bag, the bag cost 20 cents; freight and 
commission, 30 cents, for a total of 50 cents a bag. 

By the way, we dumped 5,000 crates that spring, of onions we were 
not able to market. 

February 6, 1957, the cash market for onions was $3.75 per hun- 
dredweight. In contrast with this on February 1, 1957, March onion 
futures were $2.40 per fifty. On February 6 the price started moving 
downward. By February 19, just 12 days later, the price was down 
to $1.01 per bag. As a consequence movement of onions came to a 
complete standstill. 

I feel that this manipulation cost us $3,000 on our remaining 3,000 
bags of onions, which we finally sold at far less than cost of produc- 
tion. All this in view of a short crop and no Texas onions expected 
until weeks later than normal. 

The history of 1958 crop. Within the course of a few days in 
March the futures price fluctuated from a high of $3.35 to $2.46 per 
bag. In relationship to this the cash market went down and the 
movement of onions to market has almost stopped. 

This situation leaves the onion industry as a whole in a complete 
state of confusion. 

Now it is up to you Senators to give the onion industry back to the 
growers and legitimate handlers of onions who are the ones who 
have all the expense in producing the onions. 

I thank you. 

Senator Jonnston. We are certainly glad to have vou come and 
give this testimony here today. 


Mr. De Hollander. 


STATEMENT OF ISAAC DE HOLLANDER, OSWEGO COUNTY 
VEGETABLE GROWERS ASSOCIATION, OSWEGO, N. Y. 


Mr. Dr Hovianper. My name is Isaac De Hollander. I am an 
onion grower from Oswego County. I represent the Oswego County 
Growers, New York State Farm Bureau. 

I am sorry to say that I have not a prepared statement for the record. 
I thought I would appear tomorrow. But I would certainly sub- 
stantiate any evidence that has been given so far, and back up with 
all the membership that I represent the words of the previous gentle- 
men that gave testimony. 

We have heard much evidence. I don’t know if there is anything 
new I can add to it. We have been at this 5 years. And I just wish 
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to reemphasize again that as far as our membership is concerned, they 
have never changed their minds one bit. They are still 100 percent 
plus opposed to the onion futures. 

I think that is all I want tosay, and I want to thank you. 

Senator Jounsron. We are certainly glad to have you come here 
and give this testimony. 

Mr. Scholtens. 


STATEMENT OF ALBERT SCHOLTENS, PRESIDENT, MICHIGAN MUCK 
FARMERS ASSOCIATION, GRANT, MICH. 


Mr. Scnourens. My name is Albert Scholtens, from Grant, Mich. 

Mr. Chairman, I am here today on behalf of the Michigan Muck 
Farmers Association, of which I am at the present time president. 

Muck farmers are producers of a variety of vegetables. Onions are 
grown on most of Michigan muck farms. The muck farmers have 
problems, such as insects, ‘diseases, weather problems, and many more. 
We don’t mind these problems. There are measures we can take to 
overcome these problems. 

Now we also have one particular problem in this futures trading of 
onions on the mercantile exchange. This has been a thorn in our flesh 
for some 15 years. We know how it works. We have lived with it. 
We know what the solution to the problem is. Eliminate futures 
trading of onions. 

In these 15 years, we have considered these things from many angles, 
and always arrive at the same conclusion. 

I would like to cite a few reasons to show why onion futures trading 
is creating a disorderly market for us. 

Onions are highly perishable. When we grade and pack onions 
from our warehouses, they must go directly to the consuming market. 

Second, the rank-and-file onion grower cannot hedge on the ex- 
change, because it requires too much money. A grower has his re- 
sources invested in growing a crop. Yes, financing can be arranged 
through some broker at a cost of about 40 percent interest 

Also, we have about a 7-month marketing season for our crop. Fu- 
tures contracts are sold in 4 months only of each year. The board 
prices and cash prices do not maintain a steady relationship. The 
mercantile exchange is no market for onions. Whenever a few cars 
of onions are delivered on futures contracts they often are sold as 
distress merchandise and need to be repacked before offering them to 
the consumer. 

We therefore urge you and all the Members of the Senate to support 
the bills banning futures trading in onions on the mercantile exchange. 

[ also want to add that all the testimony which was given here al- 
ready today, given in great detail, we heartily support as it was given. 

I thank you i kindly. 

Senator Jounston. We certainly thank you. 

The next witness is Bill Williamson. 


STATEMENT OF WILLIAM J. WILLIAMSON, PRESIDENT, MICHIGAN 
ONION GROWERS ASSOCIATION, EDMORE, MICH. 


Mr. Wiiu1amson. I am W. J. Williamson. I am an onion grower, 
and also president of the Michigan Onion Growers Association. 
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I would like to see futures trading of onions stop, as a futures 
trading does not distribute onions to the consuming trade without a lot 
of delayed time. Too much handling often depreciates the quality 
and appearances of the onion to the consumer. It destroys regular 
channels of direct delivery to the warehouses and stores. Today most 
of the onions are picked up at the onion storages with trucks and 
delivered to the warehouses, where, with futures trading, they are 
loaded on railroad cars, and it takes several days to go through all the 
redtape of the board of trade before the load finds a market. The load 
may be bought and sold many times on the board of trade until it 
may finally ‘Jose its grade. By the time this type of product is sold 
to the public it has become poor quality, which may, in turn, mean 
less consumption of onions as a food. 

Senator Jounston. If you do away with the futures, will that give 
you as quick a sale and do away with this? 

Mr Wuu1amson. If we have a better product, and better appearance, 
you always will have a better consumption. 

If you take a poor product 

Senator Jonnston. That is true. But how are you going to get it 
to the consumer? That is the thing I am worried about, is the 
market. 

Mr. Witt1amson. I don’t quite catch that. 

Senator Jonnston. How are you going to get it right down to the 
people ? 

Mr. Wixi1amson. By marketing our product through direct chan- 
nels. 

Senator Jounston. Do you have those channels already set up? 

Mr. Wittiamson. Yes; there are brokers that handle it on a cash 
market basis. 

Senator Jonnsron. You don’t think that doing away with the fu- 
tures will at all do away with the market ¢ 

Mr. Wiii1amson. Well, Mr. ae as they quoted here this 
morning, there is only about 2 3 percent of the onions that go 
through the board of trade shanti now, which we could certainly 
handle. 

Senator Jonnsron. If part of that small percent goes through, how 
is that affecting the market today ? 

Mr. Wititamson. On account of the manipulation and speculation 
on the board of trade—it is up and down—and speculation, which 
demoralizes our cash market. 

Senator Jonnston. Proceed. 

Mr. Witx1amson. The reckless trading of onions on the board affects 
the grower who will not hedge his crop. The grower who has stored 
his onions and tried to keep an even flow of onions going to market 
is the one who has suffered by this poor method of trading. 

Onion prices do not respond to supply and demand with the board 
of trade’s present practices. The board can and does run the market 
down by causing a heavy delivery on the board to depreciate the value 
of onions. 

Senator Jounston. You said the grower who has grown his onions 
has tried to keep an even flow of onions going to the market. Do all 
the onion growers do that ? 

Mr. Witt1amson. Well, here is the setup. In my own particular 
business I cannot put all my onions out within a week. I have the 
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schedule, I have my help. I try to keep an even flow. And I think you 
will find there is a lot of the onion farmers the same way. They 
have help, they try to keep going, and they try to see an even price. 
When they get done they will average the price up, and that is what 
they average for the year. 

Senator Jounston. Isn’t it true that some of the smaller onion 
growers sell their onions as quick as they get them ? 

Mr. Witx1amson. That is right. They do not have the storage 
and facilities to put them in. 

Senator Jounston. That is what I thought would be true. 

Proceed. 

Mr. WiiuiAMson. Future trading has a tendency to cause an increase 
of overproduction of onions. It has been known for some time that 
some traders do finance growers who in turn hedge their crop. Other 
growers are striving to reduce acreage. A little overproduction can 
cause serious price declines. The future trading of onions is nothing 
more than gambling and only a few transactions are actually delivered 
or received. 

Hedging transactions require a large deposit of money for the grow- 
ers. There are a lot of small growers who cannot finance this expense, 
and still pay for his expense of raising a crop of onions. The banks 
are very hesitant about supplying money for this type of marketing 
of their product. 

I onl very much appreciate it, if you, as our Senators, would help 
us, the growers, do away with the board of trade for our product. 

And I also want to add, at our last annual meeting of the Michigan 
Muck Farmers Association, they put it up as a vote, and it was unani- 
mous to abolish the futures board of trade. I thank you. 

Senator JoHnstTon. We are certainly glad to have had you. 

Mr. Wintiamson. I thank you. . 

The Cuarrman. Iam again calling Mr. Brand and Mr. Campbell. 

(No response. ) 

Senator Jonnston. John Swartz. 


STATEMENT OF JOHN SWARTZ, ELBA ONION GROWERS COOPERA- 
TIVE AND GENESEE-ORLEANS VEGETABLE GROWERS COOPERA- 
TIVE, ELBA, N. Y. 


Senator Jounston. You may proceed, Mr. Swartz. 

Mr. Swartz. Members of the Senate Agricultural Committee, my 
name is John Swartz. I operate a 100-acre farm in Elba, situated in 
the counties of Genesee and Orleans in western New York. About 
75 acres is devoted to growing onions from which I produce approxi- 
mately 100 carloads annually. 

The total yearly production from this Elba muckland area is 244 
million 50-pound sacks of yellow globe onions. 1 

Our Elba Onion Growers Cooperative and the Genesee-Orleans 
Vegetable Growers Cooperative which represent some 150 onion grow- 
ers, have gone on record in recent months as being more than 95 per- 
cent opposed to trading in onion futures on the Chicago Mercantile 
Exchange. 

The general feeling is that onions are a very small commodity in 
relation to other commodities traded on the exchange; and, by being 
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small, is very susceptible to control or manipulation by so-called board 
players. 

Many of the intricacies of board operation will be, or have been, 
brought out by others better qualified to discuss them than my self. 
However, I firmly believe that without the onion board operation the 
last 4 or 5 years, the onion growers would be in much better financial 
position today and many who have gone out of business during that 
time would still be farming. 

It does not seem right or reasonable to us growers that a very minute 
majority can force their will on us when the vast majority of onion 
men do not want onions traded on any exchange. 

We are not asking for subsidies, money or anything. All we want 
is to operate our own business, t taking our chances on the law of supply 
and demand, and be without the interference of the Merchantile Ex- 
change people. 

May I sincerely request your approval of the onion bill before you. 

Thank you. 

Senator Jounston. I gather from your statement that you fear this, 
that this is such a small amount of this commodity that a few men 
could manipulate and put the price up 1 month or 1 week or 1 day, 
and then make it go down almost at their will? 

Mr. Swartz. That is their view. 

Senator Jounston. And that being so, they could make money out 
of it themselves at the expense of the growers, is that your feeling? 

Mr. Swartz. That is right. 

Senator Jounston. I. certainly, thank you for coming before us. 

Mr. Swartz. Thank you. 

Senator Jounston. The next witness is Mr. Jack Kennedy. 


STATEMENT OF JACK KENNEDY, CLEAR LAKE, IOWA 


Mr. Kennepy. I am Jack Kennedy, of Clear Lake. I am in partner- 
ship with my father and brother growing onions. My father has been 
producing onions on a commerce ‘ial scale at Clear Lake for over 50 
years, and my brother and I have been growing onions all of our lives. 
We feel that we are familiar with the requirements for the successful 
growing and marketing of onions as we have grown and sold quite a 
few thousand carlots of onions duri ing that per riod of time. 

We have over 300 cars of storage capacity at Clear Lake and we 
grow storage quality onions almost entirely. We usu: a sell part of 
our crop during harvest and store the bulk of our crop for later sale. 

This method once worked well. E ivery fall, we would have custom- 
ers who would buy 15 or 20 cars of onions at a time. These men were 
generally wholesalers or jobbers—men who would break the cars and 
sell to smaller handlers. 

Senator Jonnston. Do you find any trouble selling the onions when 
the market is up at all? 

Mr. Kennepy. We sell to wholesalers and jobbers, mostly. We re- 
tail some onions. 

Senator Jounstron. The reason I say that, you sell part as you get 
them, as you go along you sell part of your crop? 

Mr. Kennepy. Right. 

Senator Jounston. And then you store part of it, hoping to get a 
better price ? 
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Mr. Kennepy. That is right. 

Senator Jonnston. When you watch the market and see the price 
is up, do you have any trouble disposing of any of your crop then, 
immediately ¢ 

Mr. Kennepy. No. 

Senator JouHnston. So, if you could hold the onions, then, and 
watch the market, you could ride along with it, couldn’t you? 

Mr. Kennepy. We could, but we hate to gamble everything by 
storing it, so we sell a certain part every fall during the harvest and 
store the rest. 

Senator Jonnston. So you just take about a half gamble? 

Mr. Kennepy. That is right. These men are generally wholesalers 
or jobbers, men who would break the cars and sell to smaller handlers. 

ihe minute these men purchased several cars of onions, they were 
a stabilizing force in the onion market. They not only pushed the 
sale of onions but they tried to maintain the price so that they could 
realize a profit. This was orderly marketing and any time we had 
a moderate crop of onions we could be reasonably sure of profitable 
markets. 

Since future trading in onions became a factor, this kind of market- 
ing has become a thmg of the past with us. Growers, shippers, and 
dealers have lost confidence. The onion market is at the mercy of 
speculators who seem perfectly willing to bankrupt the onion growers, 
if by so doing, they can make a profit for themselves. 

Onions are not suitable for puvares trading. They are a perishable 
crop and the selling season is short. The volume is net great. The 
producers have no organization to protect their markets. This makes 
futures trading in onions especially vulnerable to manipulation. 
There are hundreds and thousands of cars traded daily on the board 
or trade; but very tew actual cars of onions are delivered. 

At times the manipulators will deliver several cars of onions on 
the board at one time in an effort to force down the price. The 
same cars will be redelivered 3 and 4 times or more. This accumula- 
tion of onions in Chicago is a depressing factor on the market. 

It hurts the orderly marketing of onions. The speculators and 
futures traders want to see the onion market fluctuate to make for 
more active trading. The onion growers, shippers, and dealers, on 
the other hand, want stable conditions with a steady market. 

I think that it is up to this committee to decide which is more 
important to-our economy—the welfare of thousands of onion growers 
and dealers with millions invested, producing an important food crop, 
or a comparatively small handful of speculators and brokerage houses 
who doa lot of damage to the onion industry. 

At one time when a grower sold a block of 20 cars of onions, it was 
customary for the buyer to advance him $200 to $300 a car on the pur- 
chase price if needed. It made it convenient to the seller, because he 
got the money when he needed it. The buyer deducted this amount 
when he settled for the onions upon delivery. 

When a small grower wants to sell 20 cars of onions on the board 
of trade, he has to put up over $6,000 for the privilege of hedging 
his onions. 

If the futures market goes up 50 cents, the grower has to put up 
an additional $6,000 to protect his sale. This uncertainty as to put- 
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ting up a lot of additional money is hard for the small grower because 
his funds are usually quite low in the fall during harvest when he 
would have his onions to hedge. 

Therefore, a lot of small onion growers cannot hedge their onions 
and the board of trade is of no benefit to them. 

The Iowa State Vegetable Growers’ Association at their last meet- 
ing passed a resolution to do everything in their power to oppose 
futures trading in onions. 

We think that onion futures trading has done us a lot of harm. We 
know that we have lost thousands of dollars because of it. We feel 
we will not have reliable, dependable onion markets again until futures 
onion trading ceases to exist. 

Senator Jounsron. Thank you very much for coming before us. 

T will again call David Wilkes. 


STATEMENT OF DAVID WILKES, PAVILION, N. Y. 


Mr. Wirxes. Mr. Chairman and members of this committee, I don’t 
have too much to add that wouldn’t be repetitious. I have just a 
couple of things. 

I would like to go on record as opposing the futures trading in 
onions. And secondly, approximately 6 months ago 3 members of the 
board came to Elba and called a meeting. There was a meeting in 
Elba on a Tuesday night, I believe, and they tried to impress upon 
the growers how much the growers needed the board, how much they 
should like the board. 

Well, the growers not only attended, but they attended a hundred 
strong, that 1s approximately two-thirds of the growers in the Elba 
section, approximately 150, to tell the board to go home. And it 
wasn’t just an orderly meeting like this, it was closer to a riot; in fact, 
if it had been in the old days they might have tarred and feathered. 

I thank you. 

Senator JoHnson. Weare glad to have you come, too. 

Mr. L. H. Chapell. 


STATEMENT OF LESTER H. CHAPELL, BYRON, N. Y. 


Senator Jounston. Will you proceed ? 

Mr. Cuareti. Gentlemen of the Senate Agricultural Committee, I 
represent growers of 80 acres of onions, Winsinger & Chapell, Byron, 
N. Y. I am Lester Chapell. I just do not believe trading in onion 
futures is a good deal for the farmer. For the broker it is a gold mine, 
at the expense of the farmers. For the speculators and gamblers it is 
an outlet for chance taking and the possibility of easy money, again at 
the expense of the farmers. 

Yes, we do want free enterprising; we do want free trade; but when 
it comes to onion futures nothing is free, and in many instances 
nothing is left for the farmer, only headaches. 

Actually, we know for certain—these so-called operators of futures 
trading are just too smart for us farmers. Their information, their 
crop predictions, their method of operation, their false and misleading 
ideas are just no good, not right, and should not be allowed. 

Sure, you have the Commodity Authority Exchange as watchdogs, 
but if this futures trading of onions is on the up and up, why would 
watchdogs be necessary ? 
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Elimination of futures trading of onions would be a gift, a real 
relief, to the growers that do the work to produce onions. We do not 
like or want hangers-on on our backs. Please, gentlemen, take them 
off our backs; we did not ask for onion futures. They were forced on 
us. However, we do ask for abolishment, elimination. 

I thank you. 

Senator Jounston. When they were forced before you, what move 
was put on to get this bill? : ' 

Mr. Cuapeti. I wasn’t in it at that time. I didn’t take any action. 
[ don’t know. 

Senator Jounston. Thank you. 

Mr. Campbell and Mr. Brand never did come in. 

Is Mr. James Schuitema present? Please come forward. 


STATEMENT OF JAMES SCHUITEMA, GRANT, MICH. 


Mr. Scuurrema. Mr. Chairman, my prepared statement is very 
brief, but I would like to comment, with your permission, on one point 
which has already been given by another witness. 

Mr. Chairman, my name is James Schuitema from Grant, Mich. 

My brother and I farm 80 acres of land in Grant, Mich. Sixty 
acres are devoted to raising of onions. 

We are very much opposed to futures trading in onions, and desire 
that copies of this statement be placed on record. We feel that daily 
trading in onions on the mercantile tend to fluctuate so severely from 
day to day that we cannot use it advantageously, because of the false 
effect it has on the cash price paid to the grower. We feel that we 
cannot hedge or sell onions until they are harvested. 

My father started farming in 1915 on 10 acres of muckland and 
increased his farming operation in 1934 to 90 acres. He raised a 
family of 11 children through all the good and bad years and sold his 
onions on the basis of supply and demand, and now spends his winters 
in Florida. 

Here I would like to comment. When testimony was given they 
tried to convince us that we would need this mercantile exchange. My 
father started on nothing, he raised a family of 11 children, and 
expanded his business to 90 acres. 

He sold this business to us in 1953 and retired. He sold this expen- 
sive business to us for $1 down, and since that time we have been trying 
to operate it, and we cannot hardly make payments on this land. I 
would like to say that much. 

We definitely feel that we cannot continue to operate profitably 
when the profits in our business are being shared by people who are 
not onion merchandisers. 

It is our sincere hope and prayer that you would seriously consider 
the position the mercantile exchange on onions has placed us as 
growers. 

Thank you. 

Senator Jounston. I think we had better recess until 10°0’clock to- 
morrow morning. 

(Whereupon, at 4: 40 p. m., the hearing in the above-entitled matter 
was recessed, to reconvene at 10.a.m., Friday, March 21, 1958.) 
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(Additional statements filed for the record are as follows :) 


STATEMENT FiILtep By Hon. WAYNE Morse, A UNITED States SENATOR FROM THE 
STaTe OF OREGON 


Mr. Chairman and members of the committee, I appreciate this opportunity 
to present again my views in favor of the adoption of S. 778, to prohibit trading 
in onion futures on the commodity exchanges. 

Since I last spoke before the subcommittee on agricultural research and general 
legislation on August 12, 1957, I have received many communications on the sub- 
ject. Mr. Jim Rudd, of Route No. 2, Ontario, Oreg., reinforced his plea with a 
sack of 30 onions weighing 50 pounds. Were it not for the obvious enjoyment my 
staff took in eating these fine products of eastern Oregon, I would like nothing 
better than to exhibit them to the subcommittee. The real point of Mr. Rudd’s 
letter transmitting the onions is contained in these sentences: “Please note only 
30 onions make up this 50-pound bag. This is what we do not want the specula- 
tors in Chicago selling on the board when they do not own them and we have 
raised them.” 

Mr. S. P. Bybee, manager of the Owyhee Produce, in Nyssa, Oreg., has written 
me stating: “All of our growers who number approximately 15, including our- 
selves hope that we can have your wholehearted support in this matter.” 

Mr. Cliff Bishop, a commercial grower of Ontario, has also written me in detail 
as to his views on the legislation and the need therefor. I would ask that the 
committee give particular attention to this portion of Mr. Bishop’s letter: 

“Growers of any commodity nowadays that have from 40 to 50 carloads and 
up, to market during a season, are in a very expensive operation. This expense 
has just sneaked up on us, as you well know. 

“It is not justice to the grower to have someone on the Chicago Mercantile 
Exchange having an influence on our market, trading as low as 25 or 30 cars 
a day—with no actual deliveries, or a possible 2 or 3 cars—against a production 
of 45,000 to 50,000 carloads, which is just about a normal crop. How ridiculous 
can they get? If such lopsided trading was done with other commodities on 
the exchange, I wonder how long they would stay in business. 

“Before onions were put on the board, the trade, at times during a normal 
erop year, would buy blocks or warehouses of actual onions for future delivery, 
which immediately put them in strong hands. It doesn’t take any stretch of 
imagination to realize when any dealer of a commodity has put his cash on the 
line into it, he is not for letting the market slip out from under him if he can 
possibly help it. This always made for a healthy market. 

“Any grower who couldn’t move a part of his crop at harvest time and was 
forced to store for future delivery, could reasonably expect to at least get his 
handling charge and storage out of them above the market price at harvest time. 
This situation has never been with us since they have put onions on the board, 
unless there was a drastically short crop. Any time they choose to bear the 
market down, they can do it with 1, 2, or 3 cars of actual delivery on the board, 
then fly in and sell paper. No dealér is going to risk his money now under these 
circumstances.” 

Mr. C. W. Moore, president of the Malheur County Farm Bureau, Ontario, 
Oreg., has advised me that passage of a measure to prohibit onion futures trading 
is essential to Oregon and Malheur County agriculture. 

The pattern that emerges, Mr. Chairman, in al] of this seems to be that the 
growers and producers feel on the basis of their experience, that the market 
operations in futures contracts affect them pronouncedly and adversely. The 
Department of Agriculture in its report to your committee is neutral, although 
it expresses the belief that enactment would not significantly affect the marketing 
or distribution of onions. Given the desire of the growers, which has been 
repeatedly manifest, and the view of the Department that enactment would not 
be harmful, I urge that the subcommittee give favorable consideration to the 
pending measure. 

Mr. Chdirman, I ask also that the following additional communications be 
made a part of the hearing record following my statement: 

1. Telegram of March 18, 1958, from Frank and Tom Uriu, Route 3, Weiser, 
Idaho. 

2. Post card from Mr. R. Henny, Brooks, Oreg. 
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Brooks, OREG. 


Senator W. Morse: Vote to bar trading in onion futures on commodity ex- 
change markets. The prices have been terrible in the past 7 years. 

We can use and should buy a new car, tractor, furniture, stove, and an entire 
new bathroom. High taxes (just like $50 an acre rent) plus high cost of pro- 
duction, along with high prices on groceries make it impossible to buy any. 


R. Henny. 


WEISER, IDAHO, March 19, 1958. 
Hon. WAYNE MORSE, 
Senate Office Building, Washington, D.C.: 

We respectfully urge you to help pass the Senate bills S. 778 and 8S. 1514, 
eliminating the onion futures from the board trading. We strongly feel that the 
onion futures trading is detrimental to our onion industry. 

FRANK URIU. 
Tom URIv. 


STATEMENT FILED By Hon. GORDON ALLoTT, A UNITED STATes SENATOR 
FROM THE STATE OF COLORADO 


Mr. Chairman, my State of Colorado ranks third in production of onions in 
our country. The farmers in our area have a great stake in the legisiation 
under consideration, and its effects will be felt in the economy of our entire 
State. There is unanimous agreement from those most concerned in Colorado 
that trading in onion futures should be abolished. 

The Federal Government today is in the position of controlling the production 
and the marketing of many of our agricultural commodities. It was necessary 
for the Government to assume this responsibility to protect our farmers, our 
farm economy and farm production from the natural free market effects of 
overproduction. The Government has seen fit to invest millions of dollars in 
this form of protection and most of us—even those who deplore this expendi- 
ture—realize that it is necessary. 

The onion growers of our country have never asked for that protection. They 
produce a different type of commodity and they have been willing to face free 
market conditions in their selling. What they are asking for is simple justice; 
they want to have a free market that is really free. They want to see prices 
and production controlled by supply and demand. As long as manipulators and 
traders are able to produce the drastic fluctuations in price that have been 
characteristic of the onion market since trading in futures began, that freedom 
is denied them. 

I want tc emphasize certain points that set the onion futures trading apart 
from other areas in which future trading is more compatible. Onions are pro- 
duced in relatively small quantities. They are highly perishable, requiring 
eareful and expensive storage if they are to be kept for any length of time. It 
is virtually impossible for the grower to withhold his production to wait for a 
more favorable price. Onion farmers have practically no opportunity to deal 
in these futures themselves; less than 5 percent of the contracts are made by 
legitimate onion growers. And it is worth noting, too, that the drastic fluctua- 
tions which may force the price from $50 to 87 cents in a matter of a few 
weeks is never felt by the consumer, no matter how hard the depressed market 
price is on the producer. The retail price of onions remains about the same 
whether the producers receive 1 cent or 4 cents a pound. Obviously the profit 
is all to the speculators. I do not see how we can justify the continued enrich- 
ment of traders and speculators at the expense of the productive element, the 
onion growers themselves. 

In nonperishable commodities, such as grains, futures trading is most useful. 
In perishables it is not, and onions represent the only perishable commodity 
for which futures trading is currently operative. 

To indicate to you the interest of Colorado and the extent of the problem 
there, I quote from a letter received from the Commissioner of the Colorado 
Department of Agriculture, Mr. Paul W. Swisher : 

“A few years ago the Mercantile Exchange started futures trading on onions. 
We have had the opportunity to observe the effect of this procedure upon our 
onion industry in Colorado and there is no doubt that this procedure has been 
detrimental to this large industry. Through the manipulation of market prices 
due to futures trading, a very unstable price situation has been created, par- 
ticularly at the shipping point. The old law of ‘supply and demand’ cannot 
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operate as it should, consequently the producer cannot plan his production and 
marketing as he would on a free market. This practice, causing unnatural price 
fluctuation on the market, has caused many onion producers in our State to 
discontinue the production of onion. * * * I urge you to do what you can to see 
that legislation is passed to remove onions from the futures trading on the 
Mercantile Exchange. I am sure if you can get this done, you will have rendered 
this large agricultural industry in Colorado a great service.” 

Commissioner Swisher notes the tendency of onion growers to quit production 
because of the unstable market conditions. If futures trading is not halted, we 
ean expect this trend to grow, thus killing the goose that lays the golden egg 
for the speculators themselves. 

Mr. Chairman, I think I have expressed fully my anxiety and the anxiety of 
the onion producers of Colorado for legislation to correct this serious condition. 
I urge you and the committee to give it careful consideration and bring it before 
the Senate at an early date. 


STATEMENT FILED BY Hon. Rosert P. GRIFFIN, A REPRESENTATIVE IN CONGRESS 
FROM THE NINTH CONGRESSIONAL DISTRICT OF MICHIGAN 


Mr. Chairman, in the course of debate in the House on H. R. 376, a question 
was raised as to its constitutionality. At my request, Mr. Norman J. Small, in the 
American Law Division of the Library of Congress, has prepared a brief on the 
subject which I submit for the committee’s consideration. 


BRIEF PREPARED BY NORMAN J. SMALL, AMERICAN LAW DIVISION 


Inasmuch as on the basis of established precedents boards of trade have been 
viewed as threats of commerce which are capable of facilitating or impeding the 
volume of agricultural commodities moving across State lines, it would seem no 
longer tenable to challenge the constitutionality of the proposed legislation as 
a regulation of interstate commerce (Swift and Co. v. U. 8. (1905), 196 U. S. 375; 
Stafford v. Wallace (1922), 258 U. 8. 495; Chicago Board of Trade v. Olsen (1923), 
262 U. 8.1). Conceding that a board of trade is stationary and that its trans- 
actions can be consummated within the confines of one State, the Supreme Court 
nevertheless sustained Federal regulation of the conduct of futures trading at 
such institutions on the ground that contracts for the sale of agricultural com- 
modities for future delivery directly burden and obstruct interstate commerce in 
such products by oceasioning abnormal fluctuations in the prices thereof which 
are not responsive to actual supply and demand and which disturb the normal 
flow of actual consignments. Since “price dominates trade between the States” 
and “sales of an article which affect the countrywide price * * * [thereof] 
directly affect the countrywide commerce in it,’ manipulations of futures on 
commodity exchanges, by reason of their capacity to depress prices of agricul- 
tural commodities, therefore are subject to control by Congress through 
exercise of its power to regulate interstate commerce (Chicago Board of Trade 
v. Olsen, op. cit., pp. 36-40). 

The fact that there is disagreement among the experts as to whether futures 
trading in onions depresses cash prices obtained for that product and thus 
adversely affects interstate traffic therein should not suffice to impair the validity 
of the proposed legislation. As long as evidnee is available from which Congress 
reasonably might conclude that “variations in price on the futures market do 
have a direct and pronounced effect over short periods of time on cash onion 
prices” and that such injury to the producers of that article can be prevented 
only by a total prohibition of futures trading therein, it is unlikely that the 
Supreme Court will depart from its previously announced intention of not sub- 
stituting its judgment for that of Congress and rule to the contrary that the 
relation and effect of futures trading on interstate commerce is “clearly non- 
existent” (Stafford v. Wallace, op. cit., p. 521; H. Rept. No. 1036, op. cit., pp. 3-4). 
“When Congress exercises a delegated power such as that over interstate com- 
merce, the methods which it employs to carry out its purposes are beyond attack 
without a clear and convincing showing that there is no rational basis for the 
legislation” (Carolene Products Co. v. U. 8. (1944), 323 U. S. 18, 31-32). 

Although believed to be immune from attack as an exercise of the power to 
regulate interstate commerce, the proposed legislation is open to challenge on 
the ground that it effects a deprivation of liberty and property without due 
process of law contrary to the fifth amendment. By reason of the severity of 
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the regulation proposed ; namely, a total prohibition of futures trading, and the 
fact that such restriction is limited in application to one commodity, onions, the 
measure very likely will be attacked as grossly arbitrary and discriminatory. 
It will be contended that futures trading in onions is not distinguishable from 
like trading in other agricultural commodities and if the latter merits toleration, 
albiet subject to regulation, no reasonable basis is discernible for justifying dif- 
ferentiation of the former and prohibiting it entirely. In addition, to sustain an 
allegation that prohibition of futures trading is arbritrary and would be utterly 
ineffective to eliminate the evil to which it is directed, reliance will be placed 
upon the statement of the Secretary of Agriculture that “by reason of perish- 
ability, limited storability, and inelastic demand, onions have a record of extreme 
price variability which long antedates the advent of futures trading * * * [and] 
the prohibition of futures trading in onions could not be expected to eliminate 
erratic price movement traditional in the marketing of this commodity” (H. Rept. 
No. 1036, op. cit., p. 4). In short, the arbitrary nature of the proposed measure 
will be attributed to the fact that it has absolutely no relation to the end sought 
and would be as impracticable as a safety regulation which required application 
of gasoline to extinguish a fire. 

In refutation of the contention of invalid discrimination, emphasis may be 
placed upon the fact that prior experience afforded Congress all the justification 
which it needed for singling out futures trading in onions for special treatment ; 
namely, prohibition. It is able to point to the fact that despite the inclusion in 
1955 of futures trading in onions within the terms of the Commodity Exchange 
Act, the benefits anticipated from the extended application of this law had never 
materialized. The continuation of violent fluctuations in the futures market 
thus would tend to support a conclusion that this form of trading in onions indeed 
was possessed of characteristics which distinguished it from futures trading in 
other agricultural commodities; and this deduction is further borne out by 
findings of certain experts who studied the futures market in onions (H. Rept. 
No. 1036, op cit., p. 3). Notwithstanding the absence of unanimity of opinion 
as to the effect which futures trading has on interstate marketing of onions, there 
does exist persuasive evidence from which Congress reasonably might determine 
that interstate commerce in onions could be fostered, not by regulation, but by 
complete elimination of futures trading in the former. Thus appraised the 
proposed measure would escape condemnation as being se discriminatory as to 
amount to a denial of due process of law (Railway Express Agency, Inc. v. New 
York (1949) 336 U. S. 106, 112). The second objection can be rejected on the 
ground that it equates the feasibility and wisdom of the proposed measure with 
constitutionality. In dismissing such a contention in the past the Supreme Court 
has observed that “the courts are both incompetent and unauthorized to deal 
with the wisdom of the policy adopted or the practicability of the law enacted to 
forward it” (Nebbia v. New York (1934) 291 U. S. 502, 537). 

As a doctrine limiting the power of Congress to enact regulatory measures, 
freedom of contract no longer possesses any Vitality (Annotated Constitution 
(1952), pp. 854-855, 859). 

No one has a constitutional right to conduct a business which occasions harm 
to interstate commerce; and if Congress justifiably concludes that protection 
of the latter no longer can be effected adequately by regulation but necessitates 
prohibition of said business, the operator thereof cannot invoke the due process 
clause successfully on his behalf (Chicago Board of Trade vy. Olsen (1923) 262 
U. S.1; Kentucky Whip and Collar Co. v. Illinois C. R. Co. (1937) 299 U. 8. 334; 
Carolene Products Co. v. U. S. (1944) 323 U.S. 18). 

Other contentions of unconstitutionality which have been directed at the pro- 
posed legislation clearly are untenable. (1) That the constitutional power to 
regulate interstate commerce comprehends the power to prohibit said commerce 
has been acknowledged repeatedly by the Supreme Court since 1903 (Champion 
v. Ames (188 U. 8S. 321). Moreover, this interpretation of the commerce clause 
(art. 1, sec. 8, clause 3) has been expanded to sustain Federal legislation ban- 
ning the interstate movement of articles that are neither deleterious nor harmful 
(U. S. v. Darby (1941) 312 U. 8. 100, 116-117; Annotated Constitution (1952), 
pp. 168-173). (2) Inasmuch as futures trading, however local in character such 
transactions may be, has been found to bear a close relationship to interstate 
commerce and to affect and burden said commerce, that relationship suffices to 
bring such trading within the scope of the Federal power to regulate interstate 
commerce; and since regulation includes prohibition, it follows that Congress, 
in the exercise of said authority, may order the suspension of local activity 
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found to have a depressing effect on the volume of goods moving across State 
lines. Consistently, with this appraisal of the commerce clause, the Court hith- 
erto has sustained Federal prohibition of the cultivation, even for local consump- 
tion, of agricultural products in excess of an assigned quota ( Wickard v. Filburn 
(1942) 317 U. 8. 102) and the manufacture of products with child labor, notwith- 
standing that a substantial portion of such products never move in interstate 
commerce (U.S. v. Darby, op. cit., pp. 117-118). 

(3) Accordingly, whether a regulation of local activity directly affecting 
interstate commerce should embrace restriction or total prohibition is for Con- 
gress to decide. If such prohibition is condemned as in excess of congressional 
power to regulate interstate commerce, the invalidation will be attributable to 
the inability of the Court to discern the alleged relationship between the local 
activity sought to be prohibited and interstate commerce. On the other hand, if 
such relationship is found to exist, condemnation must rest upon a conclusion by 
the Court that the measure is arbitrary and unreasonable and violative of the 
due-process clause of the fifth amendment. 
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FRIDAY, MARCH 21, 1958 


Unirep Srates SENATE, 
COMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 10 a. m., in room 324, 
Senate Office Building, Senator Allen J. Ellender (chairman) pre- 
siding. 

Present: Senators Ellender, Scott, Talmadge, and Thye. 

The Cuarrman. The committee will please come to order. 

Congresswoman Pfost, do you want to be heard for a few minutes? 

Mrs. Prost. Yes, Mr. Chairman; thank you. 

The Cuarrman. Your bill has been passed and I hope we will be able 
to give it consideration here. 

Mrs. Prost. Thank you very much. I hope so, too. 


STATEMENT OF HON. GRACIE PFOST, REPRESENTATIVE IN CON- 
GRESS FROM THE FIRST CONGRESSIONAL DISTRICT OF IDAHO 


Mrs. Prost. I appreciate your allowing me to appear before you this 
morning, Senator Ellender, and I will try to keep my remarks as brief 
as possible, because I realize how busy you are. 

First, I want to thank you very much for taking up this bill, which 
is so important to the agricultural industry in Idaho. 

I will highlight my written statement. 

The CuarrMan. We will have the entire statement put in the record. 

Mrs. Prost. Thank you very much. 


~~” (The statement is as follows :) 


» SMr.-Chaéirman, my name is Gracie’ Pfost, and: I‘am a Member of Congress.from 
Idaho. I appreciate this time to appear before you today. I would not ask to 
appear if I didn’t feel passage of my bill (H. R. 376) was most important to a 
substantial segment of American agriculture. 

The onion growers and shippers of this country are united almost unanimously 
back of this bill. So far as I can see, the major opposition to it comes from the 
Chicago Mercantile Exchange, which does not grow, pack, or ship a single bag 
of onions. Yet the gyrations on this exchange directly affect the cash price of 
onions to the extent that they can wipe out the chance of a fair return, and even 
of the cost of production, for the onion grower. 

I can best explain this by telling what happens in my own State of Idaho. It 
costs us about 60 cents to grow 50 pounds of field-run onions. The cost of sorting 
and packing them in a bag adds another 50 cents. 

Since most onions cannot be sold immediately, they must be put in storage, and 
this costs around 20 cents for 50 pounds. Under normal conditions, transporta- 
tion to Chicago costs about 80 cents a bag; freight rates have just been raised 
in my section of Idaho. This means that there is at least $2.10 actual cost in 
each bag of onions which must be gotten back before the farmer or the shipper 
can get a penny for his work. 
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This year there was a less-than-normal supply on hand on December 1. Yet, 
despite this fact, in December, January, and the first half of February, specula- 
tion held the price of a 50-pound bag down to between $1.53 and $1.85 on the 
Chicago Mercantile Exchange. 

Since the cash price of onions is usually only about 20 to 30 cents higher than 
the exchange price, this means that the price of onions during that period was 
less than the cost of their production. There was a time in March of 1956 when 
the board price was driven down to 10 cents. 

Now this wouldn’t be so serious if onions could be stored in bulk in bins like 
corn or wheat, but as you gentlemen all know, they can’t. Onions are expensive 
to store because they require around-the-clock care. They must be placed in 
open-mesh bags or in shallow lugs. The warehouse must be kept at an even 
temperature, with fans circulating the air constantly. If the price doesn’t go up 
in time, there is only one thing the grower can do—dump the onions. In Idaho, 
we have to hire men and trucks to haul the onions out and dump them in the 
sagebrush. 

I think all of you gentlemen will agree—many of you have been or still are 
farmers yourselves—that it is a pretty hard blow to have to take out and dump 
the produce you have grown; not be¢ause too much of it has been produced, but 
because the price of it has been depressed by manipuators on a commodity ex- 
change halfway across the country from you. 

Gyrations on the Chicago Mercantile Exchange often occur just at the time 
when the bulk of the onions are being moved to market. In 1957, when the 
market was broken from $2.20 down to 87 cents in a period of 3 weeks, the 
onion growers of Idaho and eastern Oregon had approximately 600 cars of onions 
on hand. The price declined about $900 to $1,200 a car. A conservative guess 
is that the break cost the growers of the region about half a million dollars. 

Mr. Chairman, in allowing trading in onion futures, we are condoning a prac- 
tice which serves no useful purpose, yet bleeds the onion industry of millions of 
dollars each year. If it reduced the price of onions to the consumers, there 
might be some justification for it; but it does not. The only people who profit 
greatly from it are the speculators on the Chicago Mercantile Exchange, where 
99.6 percent of the trading occurs. 

I have no quarrel with the principle of futures trading. I am well aware 
that trading in storable, nonperishable commodities renders a real economic 
service. But futures trading in onions, because of the small volume and per- 
ishable nature of the crop, is not an economic tool, but a gambling device for 
professional speculators. 

All the onion industry is asking in this bill is the right to control the produce 
the industry raises and ships. This is not an unreasonable request. 

I submit that it is in the interest of this committee to act to protect the onion 
growers rather than the speculators, by favorably reporting H. R. 376. Thank 
you. 


Mrs. Prost. I want to call the committee’s attention, Senator, to the 
fact that in Idaho it costs approximately 60 cents to grow a 50-pound 
bag of onions. The cost of sorting runs an additional 50 cents. And 
then in the event the price is not high enough in the fall so that the 
producers can afford to sell their onions, they must store them. 

The Cuatrman. The cost of sorting is as much as the growing ? 

Mrs. Prost. Within 10 cents. 

The Cuatrman. Why is that? 

Mrs. Prost. The actual cost of sorting runs about 30 cents for a 50- 
pound bag and there is shrinkage by eliminating culls, and so forth, 
when you sort 

The Cuatrman. The cost of the bag is included. 

Mrs. Prost. The cost of the bag is included in the 50-cent item— 
approximately 30 cents for the sorting and shrinkage, and 20 cents 
for the bag. 

I would also like to call your attention to the fact that in March of 
1956 onion futures trading on the mercantile exchange drove the 
price down to 10 cents a bag. Now, our growers out in Idaho were 
caught with warehouses full of onions. The price had fluctuated 
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from 84 cents on the 1st of March to a low of 10 cents on the 15th of 
March. ‘Therefore, the warehouses were full of onions, and growers 
could not even afford to ship them. 

The CuamMman. Were there any offers or any opportunities to sell 
before that time, or were they holding them to get better prices? 

Mrs. Prost. They were holding them to get a better price. 

The Cuamman. That is usually the trouble. 

Mrs. Prosr. But for quite a while the price had ranged below pro- 
duction and freight costs, let alone any profit. 

The freight today costs approximately 80 cents for a 50-pound bag 
from Idaho to Chicago. We in west Idaho had a raise in freight rates 
recently. Therefore, our growers have approximately $2.10 in each 
bag of onions by the time it reaches Chicago. And you can readily 
see they cannot afford to sell them for less than it costs to grow them, 
sort them, warehouse them and ship them. 

The warehousing problem Mr. Chairman is unique for onions. One 
of the reasons we are so vitally interested in this legislation is the high 
perishability of onions. 

To store onions, shelves must be built throughout the warehouse. 
You cannot dump onions in bins as you would corn or wheat of some 
other types of commodities. ‘Therefore, the onions must be placed 
in small, 50-pound mesh bags, or small lugs that are similar to those 
used for cherries or apples so the air can circulate around the onions. 
The warehouse has to be maintained at a minimum temperature all 
winter long, and there must be fans circulating the air 24 hours a day. 

So, it costs a great deal more to warehouse onions than to store 
wheat or corn or cotton or many other commodities. 

In 1956, when prices were driven down to such a low figure, between 
200 to 300 carloads of onions had to be taken out of our warehouses in 
Idaho and dumped in the sagebrush because growers could not afford 
to ship them to Chicago at the price that they were selling for at that 
time. 

Onions can rarely be held in storage beyond the 15th to the 20th 
of March, because, as you know, they are highly perishable and either 
start growing or decaying by that time. And that puts the producer 
in the position of having to dump his onions if he cannot sell them 
and get his money out of them. 

While onions are being dumped in Idaho we Washington consumers 
pay the same price for the onions we buy. 

The Cu. ‘mRMAN. Do you want to say something about how this will 
stabilize price, because yesterday evening, on my way home, I stopped 
in one of the Giant stores and got 2 pounds of onions. They cost me 
11 cents a pound. I was reminded of the hearing here today. 

Mrs. Prost. This, situation, Senator, I think, is very much like 
the argument about support prices on dairy and other commodities. 
The consumer is still paying high food prices regardless of how much 
or how little the farmer gets for his product. 

The Caran. I paid 26 cents a quart for milk yesterday, too. 
I wonder how much the farmer gets. 

Mrs. Prost. About 8 or 9 cents a quart, I think. 

The Cuatrman. There is something wrong in the distribution. 

Mrs. Prost. Absolutely—I agree with you 100 percent. 

The Cuatrman. Everybody is getting rich but the farmer. 
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Mrs. Prosr. Let me tell you one other way that I think this bill 
would assist the onion growers of my State. As you know, growers 
do not actually make deliv ery of onions to the mercantile exchange. 
Nor does the speculator who is buying the onions want to accept de- 
livery. They pray the onions will never reach them, because they 
would not know what to do with them if they did. They merely 
trade a few sheets of paper. 

The Cuatrman. Do you think this legislation will stop it? 

Mrs. Prosr. I feel this will stop the “fluctuations, the great gyr: 
tions of price that have been occurring within a 2- or 3-week period. 

The Cuatrman. The Department of Agriculture does not think so. 

Mrs. Prost. I know. They do not agree with me on farm policy, 
dairy-support prices or other farm- support prices. But by the same 
token, I cannot see that the Department’s policies have helped our 
farmers a great deal under the present farm program. 

Thank you very much, Senator. I appreciate your giving me this 
time. 

The Cyatrman. Thank you, Mrs. Pfost. 

Our next witness will be Mr. Brand. 

Senator Tatmapcr. Mr. Chairman, Mr. Brand is a constituent of 
mine from Atlanta, Ga. He and his brother, Bill, operate the firm 
of Brand Bros. in Atlanta. They have been in business 23 years and 
enjoy an outstanding reputation with the people throughout my 
State. They ship 9,000 to 10,000 carloads of produce throughout 
the Nation each yea 

The CHairMAN. ere a seat, sir. 


STATEMENT OF OTHAL BRAND, BRAND BROS. PRODUCE CO., 
ATLANTA, GA. 


Mr. Branp. Before we get into this, I would like to state that we, 
as a company, Brand Bros., and Griffin & Brand, and the companies 
through which we work—we are growers, shippers, and distributors. 
We handle for countless growers throughout the country their onion 
supplies and put them into the actual cash market, into the supply 
channels that go to the consumer. That is our part in the industry 

We are not opposed to the trading of basic crops. We feel that 
the onion in particular is different. We are opposed to the trading 
of onion futures on the exchange because we believe it to be detri- 
mental to the onion industry as a ‘whole. 

Now, the reasons 

The Cuatmrman. Well, except for the fact, as has been stated here 
by quite a few witnesses, that the onion is perishable, how would 
you differentiate the trading in onions from, let us say, trading in 
potatoes. 

Mr. Brann. Well, now, I am speaking from notes—from potatoes ? 
I am not familiar with the trading of potatoes. However, I would 
classify it on the surface, with the knowledge that 1] have of the 
trading of potatoes—I would classify it along with the onions. 

The Cuairman. There is no difference. 

Mr. Branp. No, sir. 

The CuatrmMan. I did not think so, and I cannot for the-life of me 
see how the perishability of the product has anything to do with 
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the trading. That is what I want to get somebody to tell me before 
these hearings close. 

Mr. Brann. We will attempt to do that. 

The first reason I mentioned is that onions are perishable. They 
cannot be carried from one year to the next, as is the case with the 
basic commodities. The exchange itself recognizes that they are 
perishable, in that they require inspection for redelivery every 5 days. 

Those of us who are in the industry know they are perishable. We 

can ship a No. 1 from Michigan and it can get down to Atlanta, Ga., 
and it can be an offgrade onion. 

Onions are fairly stable if they are harvested and put into storage 
in good condition and are properly stored and maintained. But 
once they are processed and brought out of storage, they are far more 
perishable than they were dormant in stor age. 

We believe that the board creates a fictitious market and it disrupts 
orderly marketing procedures. 

We say that because as growers of onions, and as a group that 
serves the growers—that is our business—we know that a grower 

annot know what he is going to harvest when he plants. And a 
market before the crop is harvested is purely a speculative proposition 
and a gambling proposition for the farmer, as well as for the person 
who might engage or enter into a contract with him. 

We would simply say unless further asked that the board creates 
a fictitious market, definitely a fictitious market, on any trading op- 

tion prior to the first delivery, because until the onions are actually 
a reality and in storage, there is nothing to trade on, except a promise 
or a prospect. 

The board does not perform any useful function for the industry. 
It does not put one onion into the regular supply channels. 

As a rule, onions delivered to the board ee the cash market 
because there is no legitimate market for them. And I speak on the 
basis of experience. 

The onion accumulation in Chicago is the biggest problem we have, 
deliveries which we contend are chiefly by manipulators who would 
depress the market with the short position in order to buy back their 
paper at a profit, without regard for the farmer. It as a rule con- 
tributes to the holding of supplies in the March option which usually 
depresses the market in the northern growing States as well as in the 
early spring deal in Texas. And we know when we begin a spring 
deal in Texas with the depressed market, it usually carries through 
the spring and summer deals until the weather—usually the we ather 

takes our surplus away from us. 

The board does provide a place for the professional traders and the 
unwise speculators and the manipulators to gamble at the expense 
of the onion industry. The board proclaims that it provides a place 
for the grower to hedge. I have had some experience in that 1 year, 
and 1 year was enough for me. 

That is far from the case. Too much money is involved in margin 
and potential margin requirements. It is possible for a small grower 
to lose everything he has in a market change, in a venture that is sup- 
posed to stabilize the price of his commodity. It is possible for him 
to lose his home and everything that he has with it. 
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We point out that he would have to be an outright gambler, not a 
wise farmer, to hedge a crop before it becomes a reality. We know 
that in the Wisconsin area we are subject to heavy rains, we are sub- 
ject to hail. Those things influence the market. And a farmer with 
a hedge position could very well get into a difficult position. In 
fact, it could break him financially. And anything that presents that 
great a problem and that type possibility for a farmer, we do not 
believe it has any place in our industry and definitely conclude that 
it does not add to the stability. 

The amount of money required for hedging is many times the 
amount of money required for growing a crop of onions, many times. 
Potentially it could be as much as 10 times the amount of money 
required to grow an onion crop. And we certainly do not believe that 
that adds stability to our business. 

Now, we are aware of the fact that it is possible for the growers 
to make arrangements with some brokers for margin and marginal 
requirements. But as a rule he must relinquish control of his onions, 
which gives those who are unscrupulous and who are willing to make 
a dollar at the expense of the farmer—I would say at the great expense 
of the farmer—it gives them some ammunition to work with. 

Now, the board proclaims it provides a place for the buyer to hedge 
against his requirements. That is a fallacy in the onion business. 
Ninety percent of the onions grown go directly into consumer chan- 
nels. The percentage of the crop going to mills and processors is 
minute and no factor in the establishing of the market. 

Those of us who work in the supply lines have no future price 
commitment involved in our work, so there is no incentive, if it were 
possible for us to buy as a hedge—there is no incentive. 

The distributor, the jobber, the wholesaler and retailer all buy 
and handle onions as the consumer demand requires. We are not 
speculators in the onion business—we are merchandisers. 

The biggest speculator in the business, aside from this influence 
brought into our industry, is the broker, and he speculates in the 
growing of onions. 

_ And then, too, this question often arises in regard to our company. 

“If you think the price of onions is too low, why don’t you buy the 
board?” That is the argument given to me by the leaders in the 
exchange on several occasions. But there are many valid reasons 
why a legitimate user of onions cannot use the board as a source of 
supply. 

For example, we have an average January business through the 
jobbing house of 200 carload equivalents of onions. That is, say, an 
average of 7 daily, roughly. If we were to buy 100 cars on the ex- 
change, we might receive all of them the 1st of March; we might get 
them all the last of March. 

There is no stability there for our business. We definitely would 
have no way of receiving them in any orderly or normal fashion. 

Due to the perishable nature of onions, and also to the practice 
of some who for their own interests would deliver poor quality onions 
to the exchange, we would receive a high percentage, if it were pos- 
sible otherwise, of inferior quality onions and even offgrade onions. 
Due to the redelivery clause, we would and could receive an old pack- 
age, one that the trade could not and would not accept. 
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Also, the northern-grown crop is shipped 90 percent or more by 
truck as it goes into the normal supply channels. But the board 
onions must be shipped by rail. The cost differential between truck 
and rail freight is also a great economic barrier. 

It is possible to receive a car of onions—for example, if I were to 
come into Atlanta, it would be possible to receive one by rail into 
Chicago without a through rate. It would have to start out all over 
again. Well, they say, as we did when we tried it once, “Unload 
them and put it on trucks.” That is a lot easier said than done. 
It requires supervision. There is an expense involved there. There 
are many factors that make it far more expensive to load a car in 
Chicago than in the country, where the onions have always been. 

There are many other reasons we cannot use the board. Those are 
the chief ones I can think of as an actual receiver and handler of 
onions. 

But we do know this. The board is a made-to-order proposition 
for manipulators. And I say that with a background of knowledge 
and experience. Unfortunately, I participated several years ago in 
selling to a fellow by the name of Vince Kosaga of 50 cars of onions 
in Wisconsin coming out of storage at above the prevailing market 
price. We considered it a good sale. Mr. Kosaga and his associates— 
I say that without knowing who his associates might be—used those 
onions as a hammer to deliver into C hicago to break the cash market 
to reflect on the board, to buying short at the expense of the industry 
in the years these onions sell “cheap. That is the chief reason for it. 

Now, when you speak of a killing, the wide profits made by the 
speculator or manipulator—now let me say what I mean by specula- 
tor and manipulator, The speculator is a man who buys and thinks 
that something will be worth more money; the manipulator is a 
person who buys and attempts to make the market such that it will be 
profitable to him. Aud we know we are cursed with those gentlemen 
in this Mercantile Exchange. 

Unfortunately, the killings are made on the short side of the board. 
That means onions must be bought, sold, and then the market de- 
pressed, in order for these m: :nipulators to make a profit. 

Well, up to a point they are speculators in that they take advantage 
of rumors and whatever speculative reason would influence the board 
to do their selling. And then, through the actual delivery of onions 
to the board, for which there is no normal market. There is no provi- 
sion in the structure of the board for the disposition of onions deliv- 
ered into Chicago, 

If a dentist—as I read some of this propaganda that is put out—a 
dentist has no use for a car of onions. He has got to do something 
with it. 

Those of us in the supply channels who normally handle the onions 
and put them on through to the consumer, we are unable to handle 
those onions for the reasons I mentioned. They become a weight on 
the market. That is the inevitable result. 

There have been attempts by some groups, well-intentioned groups, 
in the past to buy those onions as they come into Chicago, to prevent 
the depressing of the market. That is normally the result of them 
being there. 

But so far I have yet to see a successful group. They always come 
out on the unprofitable side of that operation. The killings on the 
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board are made on the short side, and it must be made at the expense 
of the farmer. For every penny a manipulator makes, the farmer 
must lose dollars. It results not only in a disorderly and disrupted 
market here. It carries on through the spring crop and through the 
summer crop. Something, then, must pa the oversupply out. 

In a brief conclusion, 1 would state that we are absolutely opposed 
to the trading of onion futures on the merchantile exchange because 
they have disr upted our market, they have put our businesses into the 
hands—and I speak as a grower and as a person who handles more 
onions for growers than any other organization in the United States 
in the onion business and have the support of our people. We have 
worked with them for years. We do not have growers who work with 
us this year and somebody else next year. And we do it by working 
hard to help them market their onions in an orderly and proper fash- 
ion in accord with supply and demand. 

True enough, some years we will have surplus. But God gives us 
the grace to handle our surpluses, and then to adust our business so 
that supply and demand can properly function in the onion business. 

The CuHairrman. Thank you, sir. 

Is Mr. Campbell here ? 

Senator Tatmaper. Mr. Chairman, Mr. Campbell is commissioner 
of agriculture for the State of Georgia. He was supposed to be 
here, but I presume that the snow has delayed him. 

The Cuairman. If he should come later, or if he desires to put a 
statement in the record, we will be glad to have it. 

All right, Mr. Zagame. 


STATEMENT OF JOHN ZAGAME, PRESIDENT, OSWEGO COUNTY 
MARKETING COOPERATIVE, OSWEGO, N. Y. 


Mr. Zacame. Gentlemen, my name is John Zagame. I[ am rep- 
resenting the Oswego County Marketing Co-op, Inc., of Oswego, N. 
Y., of w yhich I am president. Our co-op consists of 36 onion farmers 
who make their living from growing and selling onions. Our group 
wishes to go on recor rd as being 100 percent opposed to the futures 
trading of onions on any mercantile exchange. It is for that reason 
that I am here testifying today. 

I am not going to argue the pros and cons of futures trading. We 
have had enough of that at previous hearings and at this one. The 
fact has been established beyond any reasonable doubt that more 
than 95 percent of the onion growers, like myself, as well as other 
groups who are directly connected with the marketing of onions, are 
opposed to futures trading. I believe that enough evidence has been 
presented to prove that futures trading has not helped the onion 
farmer nor the consumer, the two groups who are most vitally con- 
cerned. It has only helped the exchange and the few speculators who 
use this legalized form of gambling. 

In all fairness and justice I see but one decision for this com- 
mittee to make, and that is to vote in the same manner as the mem- 
bers of the House of Representatives, whom we know have passed the 
onion bills by a great majority. By their vote they have proven that 
they are truly representatives of the people. 

If this committee and the Senate should vote in favor of futures 
trading it will leave but one thought in the minds of the 95 percent 
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of the onion growers who oppose this issue; and that is, that it is 
favoring the mimority who have the money and the influence to 
achieve their wishes. 

Gentlemen, let your good conscience be your guide to justice. I thank 

you. 
* The Cuarrman. When the onion growers asked to be put under 
the commodity exchange regulations 5 years ago it was hoped that 
it would remedy the situation that existed before that. Now, how 
do you know that the conditions that will follow if we do w hat you 
suggest, would not be what they were. 

Mr. Zacame. Well— 

The Cuarrman. You had your own say before. You say it failed. 
You were in trouble. And for you to come here and say that if this 
committee doesn’t do what you say they ought to do that we are not 
with the onion growers—I don’t want to be even put in that class. 
I am for the farmer and I want to do what is right by them. Now, 
you folks came here 5 years ago and said “If you put us under the 
Commodity Exchange Authority everything will be all right.” 

You have been under the E xchange regulations and now things 
are just as bad, according to you. Now, how do you know conditions 
will be better if we pass this legislation ? 

Mr. ZacAme. As a grower, I feel that I would like to see the onion 
deal left to supply and demand. 

The Cuarrman. All right. Thank you. 

I should like to have testimony to show the situation, not just a 
mere statement that if we don’t do thus and so, that we will be with 
the big fellows. I want the facts. 

Proceed now, Mr. Gears. . 


STATEMENT OF GILBERT GEARS, VICE PRESIDENT, MICHIGAN 
ONION GROWERS ASSOCIATION, GRANT, MICH. 


Mr. Gears. Mr. Chairman, my name is Gilbert Gears. I am a 
farmer and raise onions in Newaygo County. I don’t have a prepared 
statement with me, but I agree with most everything that has been 
said yesterday and this morning. I wholeheartedly agree with Mr. 
Brand’s statement this morning, and I ask your support in favor of 
banning onion futures. 

Thank you. 

The Cuarrman. All right. Now, let me ask you this. Were you in 
favor of what was done here 5 years ago in putting the onion under 
the CEA ? 

Mr. Gears. Mr. Chairman, I was not too familiar with it at that time. 

The CHarrmMan. You see, I remember, the growers came here—in 
fact all people interested in it—and we went along with it. I voted for 
it. And after 5 years of trial, it seems it doesn’t work. 

Now, I would like to know if you have any substantial evidence to 
give us that by taking you out again—because that is what it amounts 
to—that things will be better? That is what this committee would 
like to have. 

Mr. Gears. The evidence—I can’t say exactly—the fact that we 
needed a CEA or police force over it must have meant it was not 
correct. 
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The Cuairman. Allright. That is what you claimed before. Now 
you are going to be taken from under CEA. That is what it is going 
to amount to. 

Mr. Guars. Like I say, Mr. Chairman, I was not here in the hearings 
5 years ago. 

The Cuareman. All right. Youdon’t know. 

(Supplemental statement filed by Mr. Gears, is as follows :) 

Mr. Chairman and member of the committee, my name is Gilbert Geers. I 
raise onions in both Kent and Newaygo Counties and I am opposed to future 
trading of onions, because : 

First. It tends to increase production by opening November trading on 
March 1. 

Second. It is not a true market. It is nothing but a battle between the longs 
and shorts. If it was a real legitimate market, it would not need a police force 
to watch over it. 

During the last few days I could have hedged onions on the board at a price 
that was well above our free on board cash price. But they do not accept free 
on board inspection, so if I had a car of onions in Chicago that failed to make 
grade, I would have a car of so-called distressed onions, and I would have to 
sell them at a reduced price on the cash market. Then I would have to buy 
up the car of what I call paper at probably a $1 to $1.50 per bag over the cash 
price. 

Third. Many times the price on the board is below the cost of production when 
the farmer has an assurance of obtaining a crop. And that in my mind is the 
only time that a farmer can take the chance of using it. Therefore I strongly 
urge that onions be eliminated from futures trading. 

Senator Tatmapcr. Mr. Chairman, the Georgia commissioner of 
agriculture has arrived. Would you care to hear from him now ? 

The Cuatrman. Yes, surely, right now. 

Senator Tatmaper. Mr. Chairman, Mr. Campbell is Georgia’s com- 
missioner of agriculture and hg is representing the National Associa- 
tion of Commissioners of Agriculture in his testimony here today. 

Phil Campbell is doing a ‘magnificent job as commissioner of agri- 
culture of the State of Georgia. He is a graduate in agriculture and 
a farmer himself. His father founded the Georgia Agricultural Ex- 
tension Service. He served as chairman of the committee on agricul- 
ture of the Georgia House of Representatives during my tenure as 
Governor of the State. He is doing an outstanding job ; for the farmers 

of Georgia, and I am happy to present him to this committee. 

ry > ’ ry = ¥ 

The Cuarrman. Thank you, Senator. 

Proceed. 


STATEMENT OF PHIL CAMPBELL, STATE COMMISSIONER OF AGRI- 
CULTURE, ATLANTA, GA., REPRESENTING THE NATIONAL ASSO- 
CIATION OF STATE DEPARTMENTS OF AGRICULTURE 


Mr. Campsetn. Mr. Chairman, I apprec ‘late very much the kind re- 
marks made by my Senator, Herman Talmadge, and I appreciate the 
privilege of appearing before this committee. 

I will not waste yourtime. I beg your pardon for being late. I was 
across the river for 2 hours on atrain. 

The Cuairman. Well, I live here in Washington and I was late 
myself. 

Mr. Campsety. As Senator Talmadge said, I am representing the 
commissioners of agriculture for the entire United States, because we 
took this matter up at our last meeting. I have a letter from the 
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secretary-treasurer of our association, George McIntyre of Michigan. 
I have several copies of his letter. I also have several copies of ‘this 
resolution as well, which is contained in his letter. 

(The letter and resolution are as follows :) 


LANSING, MicH., March 13, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Senate Agriculture and Forestry Committee, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR ELLENDER: At meetings of the executive committee of the Na- 
tional Association of State Departments of Agriculture during the past year, 
S. 1514, pertaining to onion futures, has been discussed. The executive com- 
mittee has felt that the enactment into law of 8S. 1514 would be beneficial to the 
onion industry. The committee has felt that dealings in onion futures has not 
been favorable to onion ee 

Also, at the meeting of the National Association of State Departments of Agri- 
ture held at Portsmouth, N. H., September 29 through October 3, 1957, the follow- 
ing resolution was passed by the membership: 

“Whereas the futures trading of onions is detrimental to our opportunities for 
direct selling in the various markets and States: Therefore be it 

“Resolwed, That the National Association of Commissioners, Secretaries, and 
Directors of Agriculture, assembled in Portsmouth, N. H., September 29 through 
October 3, 1957, recommends passage of legislation to prohibit futures trading of 
onions through commodity exchanges.” 

The commissioners, secretaries, and directors of agriculture of the several 
States hope that S. 1514 will be favorably acted upon. 

Sincerely, 
NATIONAL ASSOCIATION OF STATE 
DEPARTMENTS OF AGRICULTURE, 
G. S. McINTYRE, 
Secretary-Treasurer- 


RESOLUTION No. XTX. ONION FUTURES 


(Passed at National Association of State Departments of Agriculture annual 
meeting in Portsmouth, N. H., September 29 to October 3, 1957) 


Whereas, the future trading of onions is detrimental to our opportunities for 
direct selling in the various markets and States: Therefore be it 

Resolwed, That the National Association of Commissioners, Secretaries, and 
Directors of Agriculture, assembled in Portsmouth, N. H., September 29 through 
October 3, 1957, recommends passage of legislation to prohibit futures trading 
of onions through commodity exchanges. 


The CuatrmMan. Well, I understand that the commissioners of ag- 
riculture, that is the association, went on record as being for the 


‘pending bill. 


Mr. Campsett. That is correct. 

The Cuamman. Well, now, Mr. Campbell, as I pointed out to 2 
witnesses here who testified this morning, only 5 or 6 years ago the 
growers—in fact all those interested in onions, except some of the 
manipul: itors—came before this committee and asked to be put un- 
der the Commodity Exchange Act, and we did that. 

Mr. Campsetu. Yes, sir. 

The Cuatrman. It was done in the hope that it would assist the 
trade. Evidently it has not. And now they come back asking to be 
taken from under the regulations by having futures trading prohib- 
ited on all organized markets. 

Mr. Camppetn. Y es, sir. 

The Cuarman. Now, I am just wondering—what assurance have 
you that things will not drift back to the way they were prior to 
onion trading being put under the Commodity Exe hange Act. 
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As I cited yesterday in testimony, the Department of Agriculture 
doesn’t express any view itself one way or the other in this, except 
to say that should the bill receive the approval of Congress : 


We are of the opinion that its enactment would not signally affect the mar- 
keting or distribution of onions. 


Now, what have to got to say to that statement from the Depart- 
ment ¢ 

Mr. Campseii. I could not answer one question which you asked, 
and that is what assurance would we have that conditions might not 
become unfavorable at times in the future. I think in the marketing 
of any product there are certain times when conditions will be 
unfavorable. 

The CuatrmMan. That is when your supply and demand are out 
of kilter? 

Mr. Camesety. That is right. But I would call attention to the fact 
that onions are more perishable than most commodities on the future 
exchange, and much, much smaller in quantity. And I think the quan- 
tity is very important, m that when you have a small quantity of any 
item, the market can be cornered. It would be rather difficult to corner 
the market on cotton or wheat or any one of these items which have 
a very large quantity. Whereas on a small quantity it might not be. 
And the experience of the grower s—and I have to take their word for 
it myself, not being familiar with onions, having not had personal 
experience with it—seems to indicate that there are times when the 
trading in futures actually causes a holding of onions which should 
have gone on to the market, which will conflict with a new ¢ ‘rop coming 
in. 

The CuarrmMan. The evidence that was produced here is that the 
onions remain in the hands of the growers. That is what I cannot 
understand. That was the evidence yesterday, that the onions re- 
main in the hands of the growers, and all that the trading outfits do 
in Chicago is trade on paper. That is what I cannot put my teeth 
into. I just cannot understand it. 

Senator Thye was here yesterday. We brought that out, that if 
the onions were bought, and the market were cornered as you say, I 
could understand that. ‘The testimony that was advanced here yester- 
day, and not yet this morning, is that the farmers retain their onions 
in their hands. I just cannot understand how there can be a cornering 
of the market if they retain the ownership of them. 

Mr. Campsett. Well, I have not said specifically that the market 
had been cornered. But in my mind 

The CHarrmMan. You mean there is a possibility / 

Mr. Campsety. That is right. In my mind I would think so, be- 

cause onions are not produc ed and in my mind never will be produced 
in as huge quantities as compared to other commodities, because it is 
not an item that the people in the United States are going to consume 
in huge quantities. But it is perishable, as I said. There are many 
other perishable products similar to onions which are not on futures 
exchanges. I think if you look at other commodities you will wonder 
why onions are traded there. 

The Cuarmman. Well, in my humble judgment, it is of great bene- 
fit, let’s say, to the cotton farmer to have trading in the market. It 
is of great benefit, in fact, for all commodities that now are being 
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traded on the market, because it keeps a market flux, and it keeps the 
farmers informed. 

It is true there is a little gambling, if you like, no matter what you 
eall it. Oftentimes that inures to the benefit of the grower, the pro- 
ducer of that commodity, and it would prevent, in my humble judg- 
ment, the accumulation of the handling of a commodity by only a few 
people. 

But now, in the case of onions, I would just like to have for the 
record, if it is possible for anybody to tell, present in this room here, 
why it is different from cotton, or rm wheat, or from rye. And let’s 
exclude the perishability, because I don’t believe that enters into it 
so much, in my humble judgment. I may be in error about that, but 
I would like to find out why it is that onions are to be placed in a 
different category than any other ¢ commodity. 

Mr. Campseti. Well, it is placed in a different category by being 
placed on the exchange as compared to some other commodities that 
are not on the exchange. 

The Cuamman. I know, but that is the point. You asked to be 
put on the exchange. 

Mr. Campsety. That is right; the onion growers did. 

The Cuatrman. Five years ago they asked to be put on the 
exchange. 

Mr. Campsetn. Well, 1 am not familiar with that request. I should 
have that background. 

The CHatrMan. Well, that is in the law. I have the bill here. 
They asked to be put in and we put them in. *Now they want to 
get out. 

Mr. Campse.u. I might read one statement that may have already 
appeared today, because I see that a gentleman from Texas has been 
here. But this came from Texas. 

Texas onion growers and distributors point out that the listing of onions 
on the Chicago exchange often upsets the balance of supply and demand. Up 
until a few years ago Texas onion operations did not get underway until 
around the ist of April, but with the introduction of new hybrid varieties, 
Texas onion operations now start as early as the first part of March. The 
trading of futures in the month of March necessitates the maintaining of a 
certain amount of supply to fill the March commitments. But often, as a result 
of speculation and manipulation on the exchange, more onions are held for 
March than ordinarily would or should be. When this heldover supply clashes 
with the new supplies of early hybrid, it often results in market fluctuations 
that seriously endanger the orderly marketing of onions by the onion industry. 

It is the opinion of many onion growers and distributors that the listing of 
onions on the exchange encourages the holding of onions later than necessary 
and later than is good for the welfare of the onion industry. 

Now, that is the statement of feeling of some growers from Texas. 

The Cuarrman. Yes; that would apply to cotton, wheat, any other 
commodity. 

Another thing, the quantity of onions or of any of these commodi- 
ties grown throughout the country is given out ‘by the Department. 
It is a service that they give to the trade. 

Mr. Camppe.n. | “annot deny the statements you say that that 
would apply to all commodities. I think it varies according to the 
quantities. 

The Crarrman. I am just taking the negative in this. I don’t 
want you or other people in this room to judge what I am going to 
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do by the questions I ask. What I am trying to do is draw out the 
arguments for and against this proposal. 

Mr. Cameset. I didn’t have that opinion. I appeared before your 
committee once before in Macon, and I think you do an excellent job 
of getting at the facts by your questioning methods. I never arrived 
at the conclusion your questions were an indication of what you 
actually thought. I appreciate your questions. 

I should be better prepared. Our onion operations in Georgia are 
quite small, and I think it is typical of the onion industry that you 
have not more people here to testify. Yet the growers themselves 
have gone to each of their commissioners and asked that this be done, 
and yet it is relatively unimportant. I don’t know if you follow my 
line of thinking as to the lack of people who appeared before you on 
this or not. But if you take a large commodity that is very important 
to a lot of people, you would get a lot of witnesses here that would be 
skilled in being able to answer your questions better than I am able 
to. 

The Cuarrman. Well, I am not here to argue that the onion people 
don’t want this, because judging from the fact that, as you just put 
it, all of the commissioners of agriculture from all over the country 
are for it, I imagine they are following what their own people want. 

Mr. Campsett. The wishes of their growers. 

The Cuatrman. Yes; I don’t have any doubt about that, but those 
same people came here 5 to 6 years ago and asked to be put under the 
CEA, and today they want to ‘get out. 

Mr. Campseit. As a previous member of the Georgia Legislature, 
I can well understand your feeling. It puts a Congressman or Senator 
in a very peculiar position to be requested to undo what he has just 
been asked to do by the same group. 

The CHarrman. As chairman of this committee, in all probability 
[ may have to handle this bill if it goes on the Senate floor. I want 
to be prepared to answer the questions that I am asking you to answer 
for me. 

Mr. Camppety. Yes, sir. 

Senator Tuyr. Well, Mr. Chairman, next week, we will have the 
men that represent the exchange. Unless we have a complete under- 
standing of what the growers’ problem is, we are only going to have 
to accept what the exchange representatives give us as their side of 
the story, you see. 

The CHatrmMan. Well, Senator, I am taking the negative with the 
farmers now, and I am going to take the negative with the other side 
next week. 

Senator Taye. And you will do it very well. 

The Cuarrman. In other words, I want to be armed. I don’t want 
to go in there with firecrackers in my hands. 

Mr. Campsett. Mr. Chairman, I would like to make one further 
observation. Most farm commodities which are traded on futures ex- 
change are also given price support, unless I am mistaken. I may be 
in error on that. 

Senator Tuyr. Well, you are right in that corn, wheat, and cotton 
are. Some of the feed grains are ¢ also supported. 

The Cuamman. Not all. Plenty of it is not. . Cattle, sheep. 

Mr. Campsert. Well, you do not give substantial supports to cattle 
and sheep ¢ 
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The Cuarrman. We don’t give any. Just dairy products. That is 
butter, cheese, and dried milk. 

The Crarrman. Well, I am not saying there is any relationship 
between price supports and trading in futures. 

The Cuarrman. Well, the argument is by providing price support 
that fixes the price, you see. But I don’t believe that that has any 
bearing on what we are talking about. 

Mr. Campsett. I had one grower tell me that the price on futures 
was so low that they dumped a few carloads of onions, and yet 
within a month the price had gone up fairly high. 

The Cuarrman. I have seen that n my own farming. I grew pota- 
toes in Louisiana, before I came to the Senate, 30 years ago, and 
I have sold potatoes for 50 cents a sack, when on the Chicago market— 
I don’t remember what it was—but the price of potatoes was much 
higher. I was offered 50 cents. 

Mr. Campsett. This story was the reverse of that. This story was 
the price on the exchange was quite low, and as a result all prices 
were low and the onions were dumped. Yet within 6 weeks the price 
increased by 3 or 4 times. 

The Cruarrman. I believe if you look into this thing, you are going 
to find this out. Now, I am just throwing this out to the people 
here, in the hope that they can throw more light on the subject. 

You are going to find that supply and demand does govern even 
the gambling, as you call it. In other words, they take a chance 
that the market is going to be, let’s say, in April so much, and they 
say “I don’t believe it will,” so they just take a risk. 

Mr. Camppety. I believe when an item is produced in as small a 
quantity as this in the United States, that futures trading in it would 
be more of a detriment than assistance. 

It certainly would be a factor in my mind, with the limited knowl- 
edge which I have with regard to futures trading. 

Senator Tuyr. Well, Mr. Chairman, and commissioner, the question 
that I cannot get clear understanding on is how they can manipulate 
on paper, and then govern it so that they at some time do not be- 
come involved. 

Supposing that someone is buying futures, or supposing someone 
is trying to sell short. How can they manipulate so that they are 
always successful in their operations? 

Now, don’t misunderstand me. I have already cleared with my 
growers and I am in support of the legislation. So I am not finding 
myself endeavoring to justify me voting against the measure. That 
is not the purpose of my being present here this morning or yester- 
day or asking the question. But I do want to try to get into the 
record—because as the chairman said, he is probably going to defend 
this bill on the floor—and I am trying to get into the record the con- 
crete evidence of how they manipulated the market, which had the 
end results of being disastrous to the grower and beneficial to the man 
that was operating the market, or operating on the market by either 
buying futures or selling short, one or the other. If you can got that 
clear, it is going to be—— 

The Crarrman. Especially, Senator, when the onions remain in the 
hands of the growers. 
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Senator Ture. That is it. Now, I know if an elevator operator 
takes a carload of wheat and happens to have warehouse space for it, 
when he has paid the farmer for that wheat, he immediately hedges 
on the market in order not to get caught short if that price of grain 
goes down while it is in his possession. That is how an elevator 
operator is using the exchange to protect himself, and in that manner 
there is a ready market always available to the producer who hauls 
in a load of grain. He gets the current market, if he wants to sell. 
The elevator protects itself by having sold that same amount of 
grain on the futures market. 

Well, it seems to work opposite in the onion field. There a man 
may have the onions in the warehouse and has not secured protection 
for himself by selling some futures. If the market goes down, he 
makes delivery to cover what he has already contracted for in his 
futures operations. 

Now, that is what I don’t understand here. And that is the only 
reason I ask the question. 

Mr. Camppetyt. Yes, sir. Well, Mr. Chairman, is it true that there 
will be another hearing when farm orgt anizations will be heard? It 
seems to me in the original notification I had of heari ings, this was 
for the proponents, at a later date the opponents of the bill, and later 
on farm organizations. Or is that incorrect ? 

The Cuarrman. I don’t remember right now what the schedule is. 

Mr. Campsett. If that is the schedule, I believe that I could have 
the information for you at that time by one of the farm organizations 
to present to you. 

The Cuatrrman. The Department is going to be heard Wednesday, 
and farm organizations Wednesday. 

Mr. Campseti. I was making this suggestion—that I would see to 
it that some of the farm organizations endeavor to answer your ques- 
tion at that time. 

Senator Ture. Well, Commissioner, do you know whether there is 
any dealer in onions in your State who w ould buy a small producer’s 
truckload of onions and pay him the current market price? Is there 
such an operator ? 

Mr. Camrsey. There is; yes. 

Senator Tur. Now, then, would he have a benefit of the opera- 
tions on the mercantile exchange, so that when he took a truckload of 
onions in today, and paid Farmer Jones the current quoted price, could 
he then protect himself in the future by selling on the exchange an 
equivalent amount of onions? That is the danger a warehouseman 
is faced with—if he buys and the onion market drops in the course 
of the time that he is making delivery, or when he does make delivery, 
he is naturally involved in w vhatever the loss is. 

Mr. Camppety. Well, the onion dealer that I had in mind, who does 
buy from our growers in south Georgia, told me that he 

The CuatrmMan. He sells it immediately ? 





Mr. Camppeti. Well, he also delivers to other areas of the United 
States, too, though. That is right. 

The Cuatrman. He doesn’t deal with Chicago. He buys from the 
farmer and sells for immediate consumption ? 

Senator Tuyr. He does not warehouse for future use ? 

Mr. Campsetit. He warehouses only occasionally when he has to. 
It is not a normal practice. 
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The Cuatrman,. That is the way they handle it in onions and po- 
tatoes and produce. They usually buy for immediate resale? 

Mr. Campse.t. He does a limited amount of warehousing. 

Senator Ture. I know in our section of the country many of the 
growers have their warehouses where they do grading, et cetera, in 
the course of the winter months, for whatever delivery they make. 
So I was just trying to get your thinking on it. r 

Mr. Campseti. Yes. Well, the dealers that we have do a minimum 
of warehousing. But insofar as your other question is concerned, I 
think that it would be well for me to contact the farm organizations 
I know are interested in this bill and have them endeavor to answer 
the question. I think the question should be answered. 

Senator Tryr. That is all that I have, Mr. Chairman. 

Senator Tatmaper. Anything further, Commissioner ? 

Mr. Campse.t. I appreciate very much the privilege of being here, 
and once again I apologize for being late. 

Senator Tatmapce. We appreciate your coming. 

(The prepared statement of Mr. Campbell is as follows:) 


Those in opposition to the listing of onions on the futures exchange are not 
concerned with the listing of staple commodities but they are concerned with the 
listing of perishables such as onions. 

It is the opinion of onion distributors and growers that the trading of futures 
on onions interferes with the normal and orderly marketing of onions. In their 
opinion, such trading provides no market for onions nor does it lend stability to 
the onion industry. 

Those opposed to futures trading in onions emphasize the fact that the expense 
a grower would have to stand to hedge onions on the mercantile exchange is 
prohibitive, that the margin requirements are greater by far than the cost of 
growing a carload of onions, and that the ordinary grower in his operation is 
unable to take advantage of hedging opportunities on the exchange because 
of the amount of cash required. 

One of the chief complaints of onion growers and distributors is that the 
mercantile exchange lends itself to manipulation on the part of dishonest per- 
sons and that such manipulation often makes it impossible for onion distributors 
to purchase onions on the exchange or, under ordinary conditions, to take onions 
that are actually delivered in Chicago and put them into the trade channels 
except at depressed prices. 

Texas onion growers and digtributors point out that the listing of onions 
on the Chicago Exchange often upsets the balance of supply and demand. Up 
until a few years ago Texas onion operations did not get underway until around 
the first of April, but with the introduction of new hybrid varieties Texas onion 
operations now start as early as the first part of March. 

The trading of futures in the month of March necessitates the maintaining 
of a certain amount of supply to fill the March commitments but often, as 
a result of speculation and manipulation on the exchange, more onions are 
held for March than ordinarily would or should be. When this held-over 
supply clashes with the new supplies of early hybrids it often results in market 
fluctuations that seriously endanger the orderly marketing of onions by the 
onion industry. It is the opinion of many onion growers and distributors that 
the listing of onions on the exchange encourages the holding of onions later 
than necessary and later than is good for the welfare of the onion industry. 

Most farm commodities which are traded on the futures exchange are also 
given price support by the United States Department of Agriculture. It is not 
the desire of the majority of onion growers that onions be price supported by 
the United States Department of Agriculture. If onions continue to be traded 
on the futures exchange this present attitude of onion growers may change 
to a desire to have onion prices supported as other commodities are by the 
United States Department of Agriculture. 


Senator Tatmaper. The next witness will be Mr. Veurink. 
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STATEMENT OF HERMAN VEURINK, GRANT, MICH. 


Mr. Veurryx. Mr. Chairman and members of the Agricultural 
Committee of the United States Senate, my name is Herman 
Veurink. I reside with my family at Grant, Mich., which is located 
in Newaygo County. This area bears national reputation among 
produce people for the storage quality onions which it produces. 1 
count it a privilege to appear before this committee today to submit 
my testimony in behalf of the Senate bills S. 1514 and S. 778, which 
would prohibit the trading of onions on the Chicago Mercantile 
Exchange. 

I am opposed to future trading of onions, because I am firmly con- 
vinced that it is of no benefit to the average small grower. I speak 
as a small grower, being one of them. The small grower does not 
have the cash outlay of money to meet margin requirements. He 
does not maintain a business office, nor does he have direct and con- 
stant contact with the Chicago Mercantile. His time is taken up with 
the planting, cultivation, harvesting, and marketing of his crop, thus 
not enabling him to become entangled with the perplexing problem 
of future selling. He is not familiar with this type of dealing. The 
language of the bulls and the bears, the long and the shorts, scalping, 
straddling, and profit-taking are all foreign to him. 

The question might then arise: Why is he then concerned with fu- 
ture markets? W Thy not leave them alone, and let those who are 
financially able and qualified to do so use them? But I believe there 
is more to it than that. Besides being of no benefit to the small 
grower, I believe future trading is detrimental to him as well. I 
have been associated with the onion industry for some 20 years, com- 
ing to the Grant area in 1936 as a field representative for a shipping 
concern in addition to growing a few onions. However, at present I 
devote most of my time to farming. 

I have known these people during the difficult prewar years. I 
worked with them through the dark period of World War II, when 
we were subjected to ceiling prices by our Government. But. never 
have I seen so much dissatisfaction or*so much discouragement as 
there is today. We lived by the conviction that onions were raised 
for food, and that we were to market them through the fall and winter 
months in an orderly manner. Now, it seems we are to sell them on 
the future market at a lucky figure that might appear on the ticker 

tape and then dispose of them as soon as possible in a haphazard man- 
ner without giving precedence to quality or pride. Now during our 
marketing season there appears to be an air of uncertainty and distrust 
as the mn ponders the fact whether the longs or the shorts have the 
upper hand, while the jobber who buys is affected as well. 

Today, in our area, more farmers are talking of selling their farms, 
and some have sold this past year, whereas a few years ago possession 
of a farm was almost a family heritage. 

Mr. Chairman and members of your committee, the small growers 
of our area look to you in anxious hope that you will use your power 
to free us from the burden of the Chicago Mercantile Exchange. 

Thank you very much. 

Senator Tatmapcr. Any questions, Senator? 
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Senator Ture. Mr. Chairman, the only question I have is: When 
they froze the market during the war years, at what level did they 
freeze your market in relation to the present-dayeprice 

Mr. Veurink. Maybe someone here could answer that better than I. 
I don’t think it was a fixed figure. I think it was based somewhere 
along on what the average market price should be. 

Senator Tuyr. Many a farmer had his commodity and products 
prices frozen during those war years, he was not privileged to enjoy 
any inflationary trends due to war demands and the shortages brought 
about by war. Many consumers and many public officials have for- 
gotten that just 12 or 14 years ago the farmer operated under a ceiling 
imposed upon him, and today they criticize most violently when there 
is any effort on the part of anyone to give some sort of a bolstering 
effect to prices by either floors or some incentives, such as buying to 
relieve a heavy burden on the market for a short period of time that 
harvest oftentimes brings. 

I just wonder whether you could have given us some information 
concerning price freezes in the war years. 

Mr. Veurtnk. I think the ceiling prices were based on what would 
have been the current market. 

Senator Tuyr. Current market if the war influences had not been 
in effect ? 

Mr. Veurink. Yes, sir. 

Senator Ture. Thank you, sir. 

Senator Tatmaper. Thank you very much, Mr. Veurmk. 

Mr. E. L. Mitchell. 


STATEMENT OF E. L. MITCHELL, ROCHESTER, IND. 


Mr. Mircueti. Mr. Chairman and members of the Senate Com- 
mittee on Agriculture, my name is—I had better preface this. I made 
a short prepared statement here. There are a lot of witnesses. I don’t 
want to take much of your time. I am a small potato. However, I 
have been connected with the onion business for many years. So this 
statement, I will go over it with you, and if there are any questions, I 
will elaborate. 

My name is E. L. Mitchell, of Rochester, Ind. I am and have been 
an onion grower for the last 25 years. We usually grow 5 to 10 acres 
a year. We have had to meet a lot of problems in the production of 
onions for the consumers’ market. 

It seems to me that one of our most serious problems is the fact 
that our markets are very unstable, due largely to trading in fu- 
tures in onions. In the first place, the crop by nature is not suitable 
for an exchange commodity, being semiperishable, variation in grade 
or standards which may change from time to time, the size of the crop 
too small, et cetera. As a result, it has been possible for a few people to 
manipulate the market by artificial means. 

We grow onions for the consuming public and try to market our 
onions in an orderly fashion, but when some organization will re- 
lease or push a large number of cars on the terminal market. overnight 
at ruinous prices, 50 percent or more off, naturally the market is most 
unstable. I have had that happen to me. Even my commission man 
has billed me for additional money to pay for dumping good onions. 
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Not because there were too many onions the country over, but too 
many in a particular market. 

When it is so easy t6 upset or disturb the market, buyers are forced 
to be more cautious, and, hence, the growers’ market is most certainly 
depressed. 

Jue to such manipulations a buyer of a quantity of onions has to 
run a great chance that the price of onions might drop 50 percent over- 
night by some manipulation of the market. 

I know most of the onion growers in Indiana, and, to my knowledge, 
without exception they feel that trading in futures in onions should 
be discontinued We believe it will be better for the grower and it will 
be fair for the public. It will help stabilize the industry. 

Senator Tatmapce. Any questions? 

Senator Tuyr. No questions. 

Seantor Tatmaper. Thank you very much, Mr. Mitchell. 

Mr. Dave Weinberg. 


STATEMENT OF DAVID WEINBERG, KNOX, IND. 


Mr. Wernserc. My name is David Weinberg, from Knox, Ind., and 
I have been growing onions since 1910. I was a trading member of 
Chicago Mercantile Exchange from 1953 to 1957, and am very familiar 
with the many vicious practices used there. Futures trading in onions 
on the mercantile exchange is the biggest gambling game in the United 
States. It is a game where the player has no chance, as his opponent 
knows his every transaction. Even his own broker plays against him. 
It is like playing poker with your opponent knowing every card in 
your hand. They can make onions go up $600 on a car, and a few days 
later down $600 on a car. Such a seesaw market does nobody good. 
It just makes the brokers and mercantile exchange money, and the 
public big losses, heartaches, and sorrow. It is a very unhealthy 
situation. 

Most of the trading in onion futures is not done by onion growers or 
dealers. A great deal of the speculation is between the brokers them- 
selves and customers that they sell on the idea of making easy money on 
onion futures. These customers may be lawyers, doctors, dentists, auto 
dealers, or anyone with a little money to invest. The customer is sold 
on the idea that onion prices are sure to go up. After enough of this 
sort of thing is done then the market is suddenly forced down by 
delivery of onions in Chicago and threat-of delivery by further con- 
certed selling, the amateur speculator loses his money. The seller buys 
in his contracts at a profit, and the onion growers cash market pushed 
down. The whole mercantile exchange is manipulated. They take 
money from the public like taking candy away een a baby. There 
ought to be a congressional committee to investigate the mercantile 
exchange and close it down. There is enough wealth and intelligence 
in the United States to merchandize onions on an honorable supply- 
and-demand cash basis. 

Closing the onion board will not affect other well-regulated, non- 
perishable future markets. For example, you have never seen corn or 
wheat sell for 10 cents a bushel, or cotton for less than freight or the 
labor cost of baling it. 

Onions are just too small a crop to work on a future market. Such 
a small commodity is too easly controlled by a few dealers. There are 
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many unfair practices on the exchange and I will explain if asked to. 

I was here in Washington 2 months ago and visited the Commodity 
Exchange Authority and exposed the mercantile exchange to the 
Chief, a Mr. Kauffman, and he said: 

I know you are right Mr. Weinberg. We are watching them but we cannot do 
anything with them, as they are an empire by themselves and make their own 
rules and regulations. 

But I am sure the United States Congress and Senate has more 
power than the mercantile exchange and can right this wrong by 
passing this bill. 

Senator TatmMaper. Any questions, Senators ? 

Senator Ture. Yes. 

Mr. Weinberg, you have been operating since the year of 1910. Did 
you always ship by yourself, or did you sell to a dealer? 

Mr. Wernzerc. Well, at first there used to be onion buyers. 

Senator Ture. You were an onion buyer ? 

Mr. Wetneerc. I was selling onions at first. Later on I was buying 
onions and hauling them to Chicago in a truck. 

Senator Ture. Do you still do that ? 

Mr. Wernpera. No. 

Senator Tuyr. You are growing now again ? 

Mr. Wernzerc. I quit growing them. 

Senator Ture. Then you are out of the business entirely ? 

Mr. Wetnperc. Out of the business entirely. 

Senator THyr. When you were growing and shipping your onions, 
did you ever have the market break when you were en route with a 
carload of onions and find yourself arriving at your destination and 
then not have a market at all for your onions? 

Mr. Wernzerc. Well, sometimes. But when they got so low that it 
didn’t pay to haul them anymore, I quit taking them in. 

Senator Ture. In other words, you hauled by truck. You didn’t 
ship by carload ? 

Mr. Weinserc. Yes; I hauled by truck. 

Senator Ture. Thank you. 

Mr. Wetnnerc. There is a question of Senator Ellender’s I could 
answer. 

Senator Tuyr. Well, I am sure that Mr. Ellender would be inter- 
ested were he here to read your statement. How would you answer 
Chairman Ellender? 

Mr. Wernznerec. Senator Ellender is worried about what effect the 
futures is on cash onions. Al] that has been testified is that it costs 
$1.50 to raise a sack of onions. And when a grower is ready to sell, 
he calls up his commission man or buyer, really a small profit, and 
asks $2 a sack for onions. The commission man says “Why should I 
pay you $2? I can buy them on the board for 79 cents.” That is the 
effect of the futures market. 

Senator Ture. Well, now, supposing he went to the board and 
said “TI want you to deliver me as a bag of onions at 79 cents.” Would 
they make delivery right then to him ? 

Mr. Wernserc. You mean the buyer? 

Senator Toys. No; supposing you went and offered to buy from 
the exchange at 79 cents. 

Mr. Wernsere. Yes; the farmer could buy a car at 79 cents. But 
you know what happens? 
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Senator Toyz. Supposing you placed your order for a truckload, 
we will say for 100 bags of onions at 79 cents a bag, hundred- pound 
bag. 

Mr. Wernzerc. It takes 600 bags. 

Senator Tuyr. Say you put in your order for 600 bags at 79 cents 
a bag weighing 100 pounds. Would they have to make delivery ? 

Mr. Werxserc. Sure. 

Senator Ture. And they would make delivery of grade and quality 
as specified in the bid ¢ 

Mr. Weinsere. That is right. 

Senator Ture. Have you operated that way ? 

Mr. Wernzerc. Well, there is a drawback to that. When you buy 
a car of onions for 79 cents, and a few days later it may go to 60 
cents. 

Senator Ture. I know. But you have ready customers now, or you 
wouldn't be in there trying to buy these 600 bags. You will supply 
the ready customers right then. You will go and pick that up and 
deliver it, whether it is to a grocery store or hotel, wherever you might 
have an order. 

Mr. Wernezerc. If you buy a car of onions and demand delivery, 
you get delivery. 

Senator Tuyr. That is what I mean. Have you done that, got 
right down there and bought those onions ? 

Mr. Wernserc. No; I was mostly selling them. 

Senator Tuyr. I see. Thank you, Mr. Chairman, that is all. 

Senator Tatmaper. Thank you very much, Mr. Weinberg. 

Mr. Peter Van Single. 


STATEMENT OF PETER VAN SINGLE, GRANT, MICH. 


Mr. Van Strneve. Mr. Chairman, and Senator, my name is Peter 
Van Single, Grant, Mich. I am in accord with all that has been said 
and testified, and I want to thank you for this privilege to be before 
this committee. 

Senator Tatmaper. Thank you. 

Any questions, Senator ? 

Senator Ture. Yes. 

You are a grower? 

Mr. Van Srvnaie. Right. 

Senaor Tuyr. How many acres? 

Mr. Van Srncte. I’ve been growing onions since 1932. In the last 
2 years I quit. 

Senator Ture. Prior to that time, how many acres? 

Mr. Van Srnaze. 40. 

Senator Tuyr. And you quit because it got too rough ? 

Mr. Van Srncte. A little too rough for me. 

Senator Ture. That is all. 

Senator Tatmapce. Thank you very much. 

Mr. Howard Sheller. 


STATEMENT OF HOWARD SHELLER, MONTELLO, WIS. 


Mr. Suevier. My name is Howard Sheller, Montello, Wis. I’ve 
been a grower of vegetbles, especially onions, for 28 years. Never have 
we had to raise and sell onions at such controlled and manipulated 
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prices as in the last few years through speculation regardless of supply 
and demand. 

This commodity does not lend itself to futures trading because of 
the amount raised, which is about 55,000 acres, Also it is a very perish- 
able product. 

As for hedging, the farmer does not dare for fear of something 
happening to the crop before harvest, the result being quality too 
poor to make deliveries and then the producer becomes the fall guy 
and is forced to buy his hedge back at whatever the price is at the 
time the damage occurs. 

When he is sure of his quality, it is too late to hedge. It is more 
nearly a cash sale. Maybe the cash is even better than what the board 
is or vice versa, because of the cost of delivery then. 

Contracts of other commodities to canners, et cetera, have an act of 
God agreement if something happens beyond the producer’s control. 
With a futures contract, it is delivery or buy back the contract. 
Money or product, only. 

Also, the exchange agreed to open futures for this year on May 1 
instead of March 1. That was sometime ago, but when March 1 ar- 
rived they opened trading for November and January onions for the 
season of 1958-59. In other words, they are trading now on onions 
we won't be planting for another month. 

For this reason one of the highly praised opponents of this bill 
at the House hearing in my locality is quitting the onion business 
and having a sale of all onion equipment the 28th of this month. 

Nearly all those who were in favor of futures trading a year ago 
have really cooled off and many have changed sides completely. 

Opening early tends to cause an increase in the acreage for the 
coming year which at harvest produces an oversupply so the price 
can be demoralized more easily, giving a larger paper profit to the 
speculator and protecting his position and wre¢king the industry as 
far as the bona fide onion farmer is concerned. 

At delivery time they load the market at Chicago and also offer 
the onions on the cash market at 25 cents to 30 cents below the board 
price to wreck the cash price. At one time this past year an operator 
offered onions to the cash market for 72 cents when the cash price was 
95 cents and when the cash market goes down it is easier to bring the 
board price down. And then they just teeter it right down the line. 

I sold onions on 1 of these contracts 3 years ago at $1 plus one-half 
the raise over selling costs. On this deal I’d also given up control 
of delivery or the right to buy back. These sales were used to deliver 
and glut the market in Chicago so the buyer could buy his paper sales 
back for less money and make a larger profit. 

Personally, I am cutting my acreage in half because if it continues 
as it has, I cannot afford it. I am an onion grower at heart and I 
hope to be able to stay in business. I have raised onions and sold 
them at some very low prices but it is hard to take when you know it 
is at the profit of the speculator and the cost of the producer and 
causing the ruination of a good industry. 

Therefore, gentlemen, as an onion grower I urgently request you 
report this bill favorably. 

Senator Ture. No questions. 

Senator Tatmaner. Thank you very much, Mr. Sheller. 
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STATEMENT OF DONALD L. ZOET, GRANT, MICH. 


Mr. Zort. Mr. Chairman, committee members, I am here today as 
an individual, not representing any particular group. I represent 
my family; 1 represent my community. Here is my written testi- 
mony. With the chairman’s permission, I would like to have it sub- 
mitted for your record. 

Senator Tatmapexr. I would be happy to have it included in the 
record at this point, without objection. 

(The written statement is as follows:) 


I am one of the individuals here to oppose futures trading in onions. 

I believe as an American that all men are created equal; however, I do not 
believe we all stay equal. I believe each man or woman may pursue the pro- 
fession of their choice. Our choice being vegetable farming, principally onions, 
partly by tradition, partly because we take pride in this specialized type of 
work, but mainly to try to make a decent living. 

Our type of farming takes considerable capital; it requires much hand labor 
and special equipment and therefore our cost per unit can come quite high. 

As you undoubtedly know, onions are a highly perishable crop; therefore, 
the element of risk is great. 

Now, we are willing to work long hours, grub in the dirt, and take a fair 
risk, but we are very strongly opposed to the mercantile exchange dictating to 
us what our product is worth because that is what they want it to be worth. 

I can see but one reason why a 50-pound bag of onions put up for sale should 
sell for 10 cents a bag—in a 20-cent bag—delivered to Chicago, Ill., one season 
and bring $3.50 or $4 another. This radical fluctuation has caused severe hard- 
ships for not only us as farmers but the commission houses as well, besides 
being unfair to the producer and consumer; it has caused an increase of acreage 
of a product which is already plentiful, and then a speculator that is short con- 
tinues to sell a product down to a ridiculous figure, which drags with them 
thousands of men, women, and children into poverty. It can also reverse itself 
and bring the cost unreasonably high, but this case is extremely rare. 

I might also add that we as small growers are unable to use the board at an 
advantage because of financial difficulties. 

So, to sum it all up, why not let supply and demand take care of our market 
instead of the mercantile exchange? Why should they make off with the dol- 
lars that rightfully belong to the other fellow? I do not believe we are unrea- 
sonable or unfair; we are not asking for handouts or support prices. We merely 
ask you to weigh this problem seriously and we are sure you, too, will have to 
vote to ban onion futures trading. 

Mr. Zorr. I would like to make some remarks with regard to onion 
futures and possibly help you to understand some of the farmers 
background on this question of CEA, and any questions on that, I 
would be glad to. 

First of all, the farmers are not an intelligent group. I mean as 
far as a college education is concerned, they cannot match wits—— 

Senator Tuyr. Mr. Chairman, as a farmer, I am not going to let 
the record stand that the farmer is not intelligent. I want the record 
corrected. I think you farmers do a good job of thinking, and you 
think clearly because you are not beclouded by all the other problems 
that the businessman or even we here in Congress are beclouded with. 

So I wanted to correct the record, because I am a farmer and still 
operate with hired help. I want you farmers to come in here and 
boast about the fact that you are just as intelligent as either Senator 
Talmadge or myself or Senator Ellender. 

Senator Tatmapce. I think what the witness meant is that farmers 
are not skilled in manipulating markets. 

Mr. Zorr. That is my point. Most of them do not have the ability 
to read the fine print. 
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Senator Tuysr. That is better. You would say that you devote 
your time to the physical operation and the planting and the growing 
of onions, and you do not have time to specialize in mercantile opera- 
tions. J just did not want the record to show that you were not intel- 
ligent, because you are intelligent. 

Mr. Zorr. I believe that this thing came about directly after the 
war or during the war. When I returned home from- service, this 
was one of the problems of marketing. Now, I believe that the regu- 
lations were put on by the CEA to try and keep them in line, and I 
believe that the farmers were agreeable to try to make it work. 

But it has proven, after 5 years, that it does not work. 

Senator Tatmaper. Any further questions, Senator Thye? 

Senator Tye. No, none at all. 

Senator Tatmapecr. Thank you very much. 

Mr. William Blocker. 


STATEMENT OF WILLIAM S. BLOCKER, REPRESENTING THE SOUTH- 
ERN MINNESOTA VEGETABLE GROWERS ASSOCIATION AND THE 
HOLLANDALE MARKETING ASSOCIATION, CLARKS GROVE, MINN. 


Mr. Buiockxer. Mr. Chairman, fellow members, my name is William 
Blocker. I am a grower of onions in Minnesota and represent the 
Southern Minnesota Vegetable Growers Association. I am a director 
of and also represent the Hollandale Marketing Association of Hol- 
landale, Minn. 

There are about 74 growers of onions in all of southern Minnesota. 
There were 103 growers of onions prior to the last few years. How- 
ever, during that period of time many of the onion growers went 
broke because of manipulation of prices of onions on the Chicago 
Mercantile Exchange. Of the 74 farmers now raising onions, a care- 
ful check in southern Minnesota shows that now only 2 farmers are 
for the continuance of trading of onion futures on the Chicago Mer- 
cantile Exchange. 

It seems with futures trading on the Chicago Mercantile Exchange, 
if it is high, it is high in the summer when we do not have a crop 
to sell or high late in the spring after our creditors have insisted we pay 
them. In other words, at neither time is a small grower able to take 
advantage of profitable prices. 

If the price is high in the summer, we still have the risk of hail 
or too much rain. A few years ago a neighbor of mine sold 10 cars 
of onions during the summer on the board. He felt safe because he 
had 60 acres planted. Hail hit his area and especially his field. He 
lost more than $10,000 because of this advance sale of onions that he 
contracted because his crop was of such poor quality. 

It is therefore impossible for a grower of 10 to 40 acres of onions, 
which is the average size grower in the late States, to take a chance 
and hedge his crop. Also, most of us have whatever money we have 
or were able to borrow tied up in our crops, so that we are out of 
money and it is hard for us to raise the money to put up the margin 
for the futures sale. 

It is therefore easy to see where an onion farmer owning 20 cars 
of onions and very little cash is unable to compete with a Chicago or 
New York manipulator controlling 200 carloads, also with a vast 
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amount of money behind him. To the small onion grower in the 
United States, it has been proven year after’year that the exchange 
gives the manipulator odds of 10 to ‘1 against us. 

I hope this next statement is brought to Senator Ellender’s 
attention. 

I borrowed money the last 3 years from the FHA in southern 
Minnesota. I understand that neither the FHA nor the PCA would 
loan money to farmers for hedging. In other words, neither of these 
Government agencies thought that this would be good business, even 
in an attempt to protect their loans to those of us farming onions. 
The local bank will not loan money to onion farmers for hedging. 

Thinking as a director of the Hollandale Marketing Association, 
the futures trading of onions on the board has ruined our merchandis- 
ing. The priv ate brand of the Hollandale Marketing Association, 
the Windmill brand, at times is delivered to Chicago for board de- 
livery. Later when our manager tries to sell our onions with the 
Windmill brand, the customer complains that he can buy the same 
brand at a much cheaper price. 

The second car had been delivered to the board, then put in cold 
storage and later taken out, but by this time it had poor appearance. 
This carlot of onions packed 6 weeks previously was competing with 
our fresh pack. 

We are a group of farmers who do not want money or price guar- 
anty from the Government. We are not asking for help in a financial 
way from anyone. All we ask is a chance to solve our own problems. 

Also, we are not opposed to futures trading in grains, cotton, or 
other staple commodities. Onions being perishable, they do not lend 
themselves well to futures trading, since they are not purchased by 
jobbers. 

I heard Senator Ellender say that he wanted another reason besides 
being perishable. Well, I think this is one of the main reasons why 
they do not lend to it. 

Besides that, the board only accepts northern grown onions because 
they are a little less perishable than the southern onions, or the west- 
ern onions. I do not mean to run those onions down, but I just cannot 
see any other reason. I think the perishability is the main reason. 

And then the smallness of the crop, if you can get control of it, 
where you could not in cotton or wheat, that is another difference, 
because there is too much of that. 

Onions are being used only as a tool on paper by speculators. 

Producing a crop of onions and bagging it costs around $500 per 
acre. That is not buying the new bags, either, you still have to put 
that on top of it, which is another $120 a car. So this is quite an 
undertaking and somewhat hazardous, weather considered and all. 

You can “readily understand our concern then when manipulators 
from Chicago, New York, and Boston step in with huge sums of money 
year after year on the Chicago Mercantile Exchange and sell the 
market down to less than the cost of production. The reason that they 

ean sell it down is that there is only a limited amount of onions pro- 
duced in the United States and it is a highly perishable crop. Only 
about 20 percent of the onions produced can be delivered to C hieage to 
apply on the contract. But they can so depress and so control the 
prices on this 20 percent that everyone in the onion business is forced 
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-to watch this price so that the entire onion marketing procedure is 


disrupted. This is the reason why 97 out of every 100 people who 
grow, ship, job, or wholesale onions are asking that trading of onions 
on a futures market be prohibited. 

The Chicago Mercantile Exchange rules call for delivery to Chicago 
in refrigerated rail cars only. ‘There is the one exception that truck 
delivery will be accepted, but at a discount of 15 cents per 50-pound 
bag, or 30 cents per  hunduedweiathe: Now, the catch is 85 percent of 
the onions shipped are by truck. Years ago Chicago was a distribu- 
tion point for onions, from around 1930 to 1937. However, marketing 
yrocedures, the same as everything else, has changed. Chicago is no 
Seeger a distribution point for onions. 

Senator Tatmapecr. Mr. Blocker, we have been notified that we will 
have a vote on the farm program stay resolution. You can continue, 
if you wish, after we have voted. 

Mr. Biocker. I have a few more comments on my statement which 
I would like to have in the record. 

Senator Tuyr. Mr. Chairman, Mr. Blocker comes from my State of 
Minnesota. I am very well acquainted with Mr. Blocker. He is an 
onion grower and does speak for the onion growers in Minnesota. 

I attended your meeting in Hollandale, Mr. Blocker, and we made 
an inspection tour of the fields and farms at that time. I am very 
happy that Mr. Blocker is before the committee today. 

I assure you, Mr. Blocker, that I should be over on the Senate floor 
right now, but I remained here in order to hear your testimony. 

Mr. Buiocxer. | appreciate that. 

Senator Tatmapce. Thank you, Mr. Blocker. 

The hearings will continue as soon as we complete the vote. 

( Whereupon, a recess was taken from 11: 35 a. m., to 12 noon.) 

Senator Tarmaper. The committee will come to order. 

You may resume your statement, Mr. Blocker. 

Mr. Buocker. So onions shipped to Chicago not necessarily ordered 
by jobbers upsets the market by excessively lower prices, 

The big traders finance large farming operations. They then sell 
100 carloads of onions, for ex xample, for January delivery. They have 
their farm operator grade and load 50 carloads and hold them in his 
community until all 50 cars are graded. Then in 1 day they ship them 
to Chicago and glut the market all entirely by rail. The whole United 
States from all shipping points uses around 150 carloads of onions per 
day and these mostly are shipped by truck. So you can well under- 
stand what this one operator can do in destroying the market. 

We thought the extreme fluctuations would be controlled when the 
CEA supervised onion futures trading. Ordinarily policing of trad- 
ing would help. However, hedge sales are unlimited. It appears now 
after 2 to 3 years that by suing “the hedging the speculators have been 
able to use the board even in a more vicious manner giving the same 
bad results. If this evil practice continues, it can become even more 
(lrastic because of the constant threat of heavy deliveries. This is 
common knowledge to the onion trade. 

It seems that each time the exchange writes a new rule, the manipu- 
lators figure out a new and different way to outmaneuver the deal, 
creating still more disastrous results for the individual onion farmer. 
This futures trading has caused tragic conditions to onion farmers 
throughout the United States. 
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We onion farmers of Minnesota earnestly plead that you vote favor- 
ably for S. 778 and $.1514. Thank you. 

I wish Mr. Ellender were here again. 

Senator Tatmapce. He will see your testimony in the record. 

Mr. Buocker. He was asking all the time why the CEA did not 
answer our problem. Well, I worked with my Congressman on this 
bill from the start. I think we started 3 years ago and had subcom- 
mittee hearings in Chicago. And after they heard some of that testi- 
mony—my own Congressman happens to be gone now; that was 
Andresen—but he thought, too, that if he would push it—did not 
push him so much on that, but he thought that if we would get it under 
the CEA that our problems would be answered. 

But he admitted to me last year when I was at the hearing, that he 
thought it did not answer all of our problems. But when these com- 
mittees asked us to accept the CEA, we accepted it as a drowning man 
grasping for a straw, anything that we thought would help. 

Then the CEA set regulations on the commitments, that is, as to 
how many cars one man can control at a time. And that varies with 
the months, from 150 cars to 300 cars. But on the hedging they have 
not set any Shinitation, on n the hedging they can have as many cars as 
they want. 

There is one more thing I would like to answer to Senator Ellender. 
It seems to me that he is under the impression that all the farmers hold 
their onions in the warehouse until March. Most of us market our 
onions in an orderly fashion. I myself always sell some right out of 
the field. Then maybe in November I will have some in a temporary 
shelter that will not stand a heavy frost, and then I ship them out the 
last part of November. Then in January, February, and March, I 
spread them out again, out of the regular storage that holds down 
to 20° below zero weather. 

But I do not hold all of them. And I am sure most of the onion 
farmers market their onions in that fashion, in order, if the price 
does fluctuate, you get an average price. 

Thank you. 

Senator Tatmapce. Thank you, Mr. Blocker. 

The next witness is Mr. William Piowaty. 


STATEMENT OF WILLIAM J. PIOWATY, PRESIDENT, PIOWATY 
FRUIT CO., CHICAGO, ILL. 


Mr. Prowary. Mr. Chairman and members of the committee, my 
name is William J. Piowaty. Iam president of the Piowaty Fruit Co., 
Inc., 1425 South Western Avenue, Chicago, Il. Our firm has been 
in business in Chicago for 60 years, the ‘Jast. 30 years of which our 
principal commodity has been onions, which we have grown and 
marketed. 

I am also an officer of Chas. Wetegrove Co., Post Office Box 812, 
Raymondville, Tex., which firm grows, finances, and ships approxi- 
mately 1,000 acres of onions annually, which would be around 600 

carloads. I am also a member of the Chicago Mercantile Exchange 
ail have been a member for 10 years. ) 

I have testified twice before the House Agriculture Committee and 
= before the Commodity Exchange Authority on this same subject. 

I do not want to be repetitious, so I will touch very lightly on those 
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points which were covered by charts, figures, and statements as to why 
onion futures are not conducive to futur es trading. 

Most of the testimony here given has been along the lines of how 
onion futures have demoralized the markets and why. I will try to 
show that the unusual advances on the upside are possible but very 
seldom made, and they can also be and are manipulated on the Jown- 
side and with less difficulty. I quote from happenings on the Chicago 
Mercantile Exchange this present week, which is current. 

From March 10 to March 20, 1958, the market has gone from $2.50 
per sack to a high of $3.88 per sack, and closed at $3.44 per sack on the 
19th, I believe—almost a dollar a sack difference or $600 per carload. 
Just this past week a group of operators pooled together to squeeze 
this market. The cash market, on actual value of onions per United 
States Department of Agriculture market reports for March 17 was 
$2.75 per sack, exhibit 1, whereas the exchange market closed that day 
at $3.44 per sack, a difference of 69 cents per sack or $414 per carload. 

On March 18, per exhibit 2, the carlot market on U. 8S. No. 1 onions 
was $2.70 per sack. The street market or jobbing market was mostly 
$3 to $3.25 per sack. We must deduct from the street market the cart- 
age expense and the profit the jobber makes, which should figure 
around 35 cents per sack, and should give a cash carlot market of from 
$2.65 to $2.90 per sack. The exchange market closed that day at 
$3.64 per sack, a difference of approximately 85 cents per sack or $510 
per carload. 

I have no market report for March 19, as I was on my way down here 
then, but the information received by telegram showed the cash mar- 
ket at $3 per sack and the exchange market at $3.88 per sack and a 
close of $5.44 per sack—a difference of approximately $264 per car- 
load, taking a low figure. From these figures you can readily see that 
the prices on the C hicago Mercantile Exchange do not reflect a true 
cash market. 

If this group of manipulators referred to above, who have taken 
most of the onions delivered the past 10 days, continues to take these 
deliveries and place them in storage as they have been doing, thereby 
taking the onions off the market, ‘they can run this market to $4 per 
sack by the date of the closing of the contract. I believe that date is 
March 24. 

Let me enlighten you what a small amount of money, comparatively 
speaking, it takes to manipulate this market, which I believe is a very 
important thing. Say that they take delivery of 100 cars of onions. 
The investment. is approximately $200,000, at these prices. Say that 
they are 500 cars long. It would take ‘that many longs to control the 
deal in the period which we are talking about. The | margin of $300 
per carload would amount to $150,000 and would be less by $100 per 
car if they were clearinghouse members. That is a special rate. 

Where, in a grain market or cotton exchange, could any group of 
speculators with $500,000 control or manipulate those markets? It 
would take 20 times that much money to do what these onion specu- 
lators can do for a half million dollars. I bring out this point to 
show that onions are too small a commodity in volume to be traded 
on any futures market. 

At the last three hearings, the Chicago Mercantile Exchange had 
as one of their witnesses a certain Chester Kempley, Montello, Wis.. 
who they set up as a grower who had used the exchange and found 
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it profitable. He stated that he could not operate his farm without 
a futures market. 

I show you exhibit 3, a bill poster of Chester Kempley’s selling out 
all of his farm equipment, as stated in said circular: “Reason: Dis- 
continuing growing onions.” Mr. Kempley has quit growing onions 
because he found it unprofitable. Kempley used the exchange and 
was one of the growers who was financed by an exchange member. 

Gentlemen, we are blessed in this great country of ours that there 
is not a State out of our 48 that does not produce some agricultural 
product. Some of you Senators come from States where the large 
agricultural interest is in grain; some in cotton; some in livestock; 
some fruits and vegetables; and other numerous agricultural products. 

Onions are produced commercially in 18 of the 48 States. We believe 
that the Senators from those States will support this legislation for 
their growers. But this support is not enough. We need the support 
of the Senators who represent grain, cotton, fruits and vegetables, 
and other agricultural interests. 

We realize that the futures trading in grain, cotton, and other staples 
renders a needed service to both buyer and seller. It is not so with 
onions. There is no relationship between onions and these other com- 
modities. What is good for the staple commodities is ruinous for the 
onion industry. 

(Exhibits 1, 2, and 3 referred to above will be found in the files of 
the committee.) 

Mr. Piowary. I want to state also that you have heard a lot of 
testimony, some of which might seem quite homespun to you Senators, 
but that homespun testimony rings true to the convictions of the wit- 
nesses who have come here with all the zeal and fervor, from a man 
who by the sweat of his brow is trying to eke out a living from the 
black earth he tills. 

He is only asking that he be let alone, so that the old adage of supply 
and demand can again reign in the marketing of his crop. 

Let me also add that in the 13 years of future trading in the past, 
6 of the 13 years onion have sold below 90 cents a sack during the 
market. Before future trading, the 13 years previous to that, in 1931 
and 1933, these were the only 2 years that onions sold at that level, 
and in those days the labor was less than half what it is today. 

I also want to bring up a subject as to what Senator Ellender wanted 
information on, and that is on the subject of why we as an onion group 
didn’t ask for abolishment of future trading 5 years ago. 

The facts are that I as one, and also the industry, cried to high 
heaven 5, 6, 7 years ago, that the onion industry was being ruined by 
the operation on the exchange. We consulted and had meetings with 
the Agricultural Department and asked them what we could do, we 
had meetings with the CEA and asked their advice. And they all sug- 
gested that we try to go under CEA control. We thought that a good 
proposition, at least it was a move in the right direction, and we thought 
it might cure the ills that we had had during these last years. But 
even under CEA control we haven’t been able to correct the evil, and 
now we are asking for full abolishment of trading on the mercantile 
exchange and on all other exchanges. 

Senator Ellender also wanted to know why onions were any dif- 
ferent from potatoes. Onions are different from potatoes only in 
one thing, and that is, that the potato volume is approximately, I 
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would say, four times as great as the onion volume. But even with 
that great volume, there was rank manipulation, I think it was 2 or 3 
years ago, on the New York Commodity Exchange, the result of which 
were several indictments by the Government, and fines, and one opera- 
tor took a consent decree, and he has been out of that business ever 
since. 

The total production of winter onions in the United States is ap- 
proximately 30 million bushels, of which more than 10 million bushels 
are deliverable on future contracts. 

Compare this with sweetpotatoes, which are grown extensively in 
the South. The total production of those is 20 million bushels, or 
twice the bushels compared with deliverable onions on the exchange. 

I don’t believe the corngrowers would want sweetpotatoes put on 
the market and let a group of speculators set the prices on which the 
crop should be sold. They tried putting ap — on the future market ; 
it fell flat; it was a failure. They also tried to get the orangegrowers 
of Florida to put oranges on the exchange. They couldn't sell the 
idea; they were too smart, and they wouldn’t support it. Why, 
therefore, pick on the lowly onion, which offers no more attraction 
than those other vegetables or fruits can offer? And trading in fu- 
tures only has made the onion smell str onger. 

I thank you gentlemen for your attention. And I trust you will 
support the bills in question. 

The Cuatrman. Thank you, Mr. Piowaty. 

Mr. Dick Horner. 


STATEMENT OF RICHARD HORNER, WATERFORD, WIS. 


Mr. Horner. Mr. Chairman and members of the committee, my 
name is Richard Horner. Iam from Waterford, Wis. I grow onions 
on land that has been in my family for three generations. My grand- 
father began to grow onions in 1909. Since then our family has 
depended every year to a considerable degree on the onion crop to 
provide the money, not only to exist, but to pay off the mortgage, 
meet the payroll, purchase necessary modern machinery, support 
the church, and pay the taxes. 

My grandfather, my father, myself, and my uncle with whom I 
am now associated have depended nearly 100 percent on vegetable 
farming for our income all our lives. We have seen the change from 
hand planting, air curing, basement storage, and consignment sales of 
100 burlap bags of onions to modern planters that perfor m 4 opera- 
tions simult: aneously, elaborate mechanical curing systems and stor- 
ages, and direct sales of 3 -pound polyethylene bags. 

The marketing of onions has always been exciting if not hectic 
due to the side and sudden changes in prices. This has always and 
will always be so where a small volume of a perishable commodity is 
fixed in demand, that is where demand is fixed by usage and does not 
fluctuate with price changes. We do not attempt to blame futures 
trading for onion price fluctuations. However, we do vigorously 
maintain that futures trading is detrimental to the industry. Since 
it is detrimental and since it serves no useful purpose we ‘feel that 
futures trading in onions should be abolished immediately. 
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First, I would like to show that onion futures trading serves no 
useful purpose. Speculators in any commodity serve a useful function 
only when they assume a risk for either a producer or consumer. 
From experience with the trade I know that the people who distribute 
and sell onions to the consumer have no interest 1n a supply of onions 
at a fixed price. They operate on a fixed markup per bag. 

All increases or decreases in price are passed on to the housewife 
who is the ultimate buyer of the majority of onions grown in this 
country. The fixed price theoretically provided by a ‘buying hedge 
would rarely be passed to the consumer in the event of a price rise 
and could not be passed in the event of a decrease. 

If distributors of onions were interested in a fixed price, in other 
words a buying hedge, it would seem that the great chainstores would 
be most interested. 

To my knowledge, chainstores have only rarely, if at all, used the 
exchange to buy onions. These chains although handling the majority 
of onions sold to the housewife are run by conservative businessmen. 

These men realize that a nonprocessed perishable such as onions 
where different standards of quality prevail is not suited to a legiti- 
mate hedging operation. In almost every other commodity in which 
there is futures trading processors are the major users of those com- 
modities. For instance, wheat and several other grains are made 
into flour and cereals, wool and cotton are made into textiles, hides 
into leather, coffee and cocoa are processed before they reach the con- 
sumer, raw burlap converted to fabrics, rubber must be processed, 
and corn of course never goes directly to the housewife but is always 
processed in some way or ‘fed to livestock which is actually a form of 
processing. There is certainly a legitimate reason for such trading 
where processors are dependent on fixed supplies at comparatively 
stable prices. 

However, in the onion industry processors use only a very small 
percentage of the size onion suitable for trading. 

Incidentally, Mr. Chairman, this is one of the points where we 
feel that onions are a unique commodity in their trading, and the 
fact that processors use only a very, very minute percentage of the 
sizes of onion, the types of onion, and the variety of onions suitable 
for trading. Many of the onions processed are undersize onions. 
Furthermore, one of the largest processors of onions, a large soup 
company in Chicago, does not to my knowledge use the mercantile 
exchange to hedge against price increases. When they wish to hedge 
they buy physic al onions to their own specifications and put them in 
their storages. 

It is my contention that the genuine long hedge is so rare as to 
be nonexistent. 

Much has been made of the fact that the exchange offers the farmer 
the opportunity to hedge his crop. This is more a theory than a 
reality. I would like to show why. And incidentally, you will 
hear testimony, I am sure, later in this hearing that will indicate 
that the mercantile exchange is doing a great thing for the farmer 
and offering him a place to hedge his onions, and all I can say to 
that is, who is more qualified to judge this than the farmer who raises 
them, or the man who sits at a desk in Chicago and trades paper 
and handles other people’s money ? 
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I say that the farmer knows that this is a theory and not a reality. 

The first reason producer hedges are not practical is the margin 
involved: $300° is the margin required to sell a car of onions on 
the exchange. Any Wisconsin producer who raises onions must 
have a yield of nearly a carload or 600 bushels per acre to stay in 
business. 

Even if he hedges only part of his crop the capital required is 
considerable. It is significant that most banks will not lend money 
to a farmer to use as an onion hedge. These men realize the great 
risk involved. 

Of course the real danger in the hedge is to maintain the margin 
account. Remember that $1 or $600 per car increases are not un- 
common. If this increase were to come in early August when an 
onion farmer’s resources were about exhausted, he would be hard 
pressed to raise the $600 per car necessary to protect his previous 
margin. 

Second, onions are an extremely delicate crop, more susceptible to 
insects, disease, adverse weather, and particularly hail than many 
other crops. 

No farmer can definitely state that he will have merchantable 
onions before he has them in his storage. With canning crops, such 
us sweet corn, carrots, peas, and beets, contracts between producers 
and processors contain act of God clauses. 

There is no such provision when you trade futures. A crop fail- 
ure could cause financial disaster if the crop were hedged. Not only 
would the farmer lose his investment in his crop, but i in addition, if 
the market had advanced he would lose as much money as the price 
had increased from the time of the sale. 

To illustrate, suppose a farmer who raises 40 acres of onions per 
year hedged 20 cars or about one-half of his anticipated crop dur- 
ing April 1956, for November delivery. The hedge would probably 
have been made at about 1.52, the approximate price during most 
of April. Let us also suppose that he had a complete crop failure 
in 1956. 

A severe hailstorm or a flood which is often possible on the muck- 
lands where most onions are grown could cause the crop failure. At 
this stage of growth northern onions are in the greatest danger from 
adverse weather. This would have been the result. 

Our farmer at this date would have about a $250 investment per 
acre or a loss of $10,000 on his 40-acre crop. 

He would also have been required to post $6,000 margin on his 20- 
car hedge. On July 11, the next day after our hailstorm November 
futures were at about the season’s high, which of course no one could 
know at that time. 

The farmer would naturally want to buy back his sort hedges to 
protect himself from any further loss. The market at that date was 
over $2.05. The farmer would have lost more than 50 cents per 
bushel on his trading activities. On 20 cars, this is only a partial 
hedge, remember, this would have been increased by $6,000 or 60 per- 
cent. Other years or with a larger hedge the trading losses could have 
been much higher. 

Admittedly, 100 percent losses are rare but they are not impossible. 
Many onion farmers are not able or willing to assume the risks in- 
volved. Hedges are supposed to reduce the risk not increase it. 
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I would like to point out here that contracts of canning crops are 
consummated as much in the spirit of good ethics as they are in the 
_ letter of the law, and when I say canning crops I refer to sweet corn, 
carrots, peas, and beets, of which as you know Wisconsin is one of the 
major producers. In addition hundreds of millions of dollars worth 
of produce changes hands in this country annually on the basis of 
verbal transactions backed by good faith. 

Often these transactions are made by strangers a thousand miles 
apart, no money down, no Government inspection specified, and an ex- 
tremely perishable commodity involved. The produce industry has 
operated many years on this basis and the fact that it has done so is 
proof in itself that it is the only feasible way to merchandise perish- 
ables. 

As a matter of fact, it is possible to contract onions at. planting time 
under much more advantageous terms thana futures hedge. This was 
possible many years before futures trading began. 

Onions cannot be classified as anything but perishables. They can 
be held in storage only a limited time. This in some cases may be as 
short as 2 weeks or with ideal conditions perhaps as long as 9 months. 
However, after storage of 5 months they must compete with new 
stocks making such long storage generally unfeasible. 

Our position is this. When a producer enters the market he is 
just another speculator. The fact that he happens to raise onions 
is not a whole lot more significant than if he were a lawyer, or a 
baker, or even a Senator. 

‘Therefore, if there are negligible numbers of true hedges, whether 
short or long, the trading of onions serves absolutely no purpose. 
All profits from trading plus all the considerable broker’s commis- 
sions come from speculative losses and losses sustained by onion pro- 
ducers in the cash market. 

I would like to show next in what ways futures trading is detri- 
mental to the onion industry. First I quote from the statement of 
Roger Kauffman, Administrator of CEA before the Domestic Market- 
ing Subcommittee of the House Committee of Agriculture, May 1, 
1957. 

Mr. Kauffman here refers to price fluctuations from 1.28 to 44 cents 
in March 1950 and from 77 cents to 2.07 in March 1951. 
Price movements of this sort cannot be attributed to supply and demand, and 


force the conclusion that speculation, and in some instances manipulation, has 
been a dominant factor. 


Further, Mr. Kauffman states: 


The history of the market supports the view that short-term gyrations are fre- 
quently caused, or at least accentuated, by activity in the futures markets. 


Again quoting Mr. Kauffman, from his report on January-March 
1957 speculation in onion futures: 


It was indicated in market letters that the decline in prices which began on 
Monday, February 4, after the sudden price spurt on February 1, had seriously 
unsettled the onion market. 

This was reflected in smaller shipments during February with country mar- 
kets reported nearly at a standstill and wholesale business in terminal markets 
extremely slow in light of declining prices. 


We have found this unsettled situation to be invariably the case 
when sharp drops in price occur. This results in loss of sales that can 
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never be made up. The pricing practices of the trade become posi- 
tively ridiculous in times of high activity on the exchange. 

Futures trading is detrimental because it greatly accentuates the 
already erratic characters of the onion market. These wide swings of 
price interferes to a great extent with the orderly movement of onions 
to the consumer. 

Here is the second reason futures trading is detrimental. It can 
be shown how futures prices act as a ceiling on cash prices. When a 
producer sells a commodity on a free market his self-interest demands 
that he get everything for that commodity that he can. This past 
January we were supplying the trade with a quality product. Inci- 
dentally, a No. 1 onion is not necessarily a superior onion. It may 
have a large percentage of bald onions, that is onions without a skin. 
This baldness is very objectionable to the trade, and often onions good 
enough for delivery are actually second-class merchandise. 

By getting one buyer bidding against another we were getting very 
nearly the same price f. o. b. that January futures were than selling 
for. In doing so we were helping to pull the cash market for the 
whole area with us. This strong market position was severely weak- 
ened when a large Wisconsin grower-speculator began to move his 
onions at 25 cents less the exchange price. 

This price he set had nothing to do with the cash market, it merely 
represented the fact that his futures trading was speculative and the 
time was ripe to convert actual onions to cash. When 1 seller offers 
onions 20 cents below cash value that is unfair. The mercantile ex- 
change is the reason it is possible. 

The CuarrMan (now presiding). Had that farmer protected him- 
self on the market ? 

Mr. Horner. I assume that he had. I assume that his position was 
short, and that his objective in offering onions below the cash price 
would further depress the cash market. 

The Cuarrman. Why didn’t you go a little further and get the fact 
to find out whether he did protect himself, because that testimony is 
just assumption. That would be a case where you could prove to the 
committee how this thing works, but a mere allegation that he puts 
onions on the market doesn’t mean much to the committee. 

He can also tell you this; I grew potatoes in Louisiana for about 
30 years before I came to the Senate, and I know how some growers 
will promise to hold back so we can all sell together, and the first thing 
you know he sneaks through the back door and ruins the market, and 
we all suffer. I am wondering if the same thing is going to happen 
with the onion people. In other words, the farmers sometimes are 
their own enemies. 

Mr. Horner. That is right. 

The Cuarrman. Do not forget that. 

Mr. Horner. No; I won’t. First of all I am a farmer and not an 
investor, some of these facts are rather difficult to come by. I can 
say I am 100 percent certain in my own mind that that was his posi- 
tion. 

And I would like to show a little further on in my testimony, there 
seems to be a question in the mind of some of the committee members 
how depressing a market can work in favor of a speculator. And we 
will go into that just a bit later. 
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The third way in which trading is detrimental is that many of the 
alleged short hedges are by speculators who finance the growing of 
onions and furnish the margin for the farmers. 

This is usually done in the farmer’s name. In exchange for these 
services these speculators obtain the right to dictate how these onions 
shall be merchandised. 

In previous testimony before various agencies ——s onion 
futures, I do not believe enough emphasis has been placed upon the- 
fact that the influence of onions delivered on the eachatign 3 is all out 
of proportion to actual existing stocks. Let me point out here that 
the onions influenced by futures trading are termed the late summer 
crop 

That is these late summer onions are normally marketed during the 
months from September through March each winter. The 5-year 
average (1951-56) of this crop production was about 33 million 
bushels or about 55,000 cars. The 5-year average stocks on hand 
January of each of those years was about 14,000 cars and on February 
1 was about 9,000 cars. 

However, of these approximately 33 million bushels produced only 
about two-thirds or 22 million bushels, and some of the men who are 
here tell me I am very, very conservative about this, or 22 million 
bushel are acceptable for delivery on the exchange. 

In addition many of the remaining stocks are sold for delivery 
under different specifications that exchange delivery calls for. Size 
desired, expressed as a percentage of onions over 2 inches, often varies 
between customers. Some factors of quality are not readily definable 
and are the reason many buyers have their own men inspect the onions 
purchased. 

During February 1957, 1,137 February futures and 23,330 March 
futures were traded. This is a total of 24,467 cars traded during 
February 1957. 

According to the National Onion Association there were 4,826,000 
bushels or only 8,040 cars stocks on hand February 1, 1957. 

In other words, during the month of February 1957, the Nation’s 
supply of onions was completely traded three times on the exchange. 
This year during the latter part of February, and early part 6 March, 
the mercantile exchange traded at least 50 percent of the Nation’s 
onions almost every day. Several days they traded in excess of 80 
percent of the Nation’s onions. 

I have 80 percent written in my text, and I know that on several 
days it exceeded 100 percent of the Nation’s onions. This is why 
onion growers argue that the volume of actual onions is too small to 
justify futures tr ading. 

It 1s common knowledge in the trade that delivery of 25 cars of 
onions can usually cause a reduction of price on the exchange, even 
though 25 cars may only be five one-hundredths of 1 percent of the 
nation’s onions. Thus it can be clearly seen that delivery of onions on 
the exchange has an influence on trading all out of proportion to its 
true significance. 

I would go further and state that even the threat of delivery can 
knock the market into a tailspin and I will detour here from the 
script a minute to point out a rumor that was common in the trade. 
I don’t know whether this rumor is true, and it isn’t really important 
whether it was, but the rumor was that Mr. Sam Markman, of Iowa, 
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held a considerable short position on the mercantile exchange, that 
is, he sold onions in excess of onions that he actually controlled. I 
am not sure this was always done in his name. The rumor was that 
in addition he controlled 200 cars of actual onions in his storage. 
And I think that rumor was one of the great things that held the 
futures price down durmg most of the winter in face of reports 
that should have been bullish to the cash market. And everyone was 
afraid of the situation, because Mr. Sam Markman, who is short on 
the board, sits there with onions that he can deliver, and everyone 
in the trade knows that if he would deliver 25 cars of onions on 1 
particular day or over a period of several days, or 50 cars during the 
week, he could cause chaos on the mercantile exchange. 

The Cruarrman. Wasn't he violating the rules? 

Mr. Horner. Senator, I wish to point out here that whether the 
report is true or not is not really important, the fact that it was 
widely believed and widely held, I think, is the important thing. 
These men deal in rumors and threats. And that is the reason the 
CEA cannot control the dealings of the mercantile exchange, because 
misinformation is handed out. These kind of rumors are circulated. 
And CEA can certainly not effectively deal with a rumor. And those 
are the things that we feel are the abuses of the free enterprise. Onion 
farmers as a group are a rugged band of individualists, 1 am sure 
you will find that, and that is one of the reasons we have so many 
problems in our business, we have never cooperated very well with 
each other in many matters. But one of the things we must admit 
here in this hearing is that onion farmers have risen in one group 
to descend on Washington to voice our protest against the trading of 
onion futures, and hope that this committee will act favorably on the 
bill to abolish this. 

This threat of delivery is a weapon that has been used time and 
time again to demoralize the market. This is what the speculative 
short hedger who finances onion growing is trying to do. 

You see, Senator, if you sell 200 cars short at $1.50, and you con- 
trol 50 cars of actual onions, and you use those actual onions to 
depress the market, which has been done, can be done, and will be 
done on the exchange, you may lose 50 cents on your actual onions, 
on your 50 cars at $300 a car, that is $15,000. However, you have 
depressed the exchange price by 50 cents. In other words, you can 
buy back your 200 shorts at a profit of $300 a car. 

The Cuarrman. You don’t buy onions when you do that? 

Mr. Horner. No; you buy your futures contract. 

The Cxuamrman. Something may happen that you are short next 
time, and you may lose ¢ 

Mr. Horner. That is right. 

The CuarrMan. It is just a chance you take ? 

Mr. Horner. No; these are men with a great deal of money, of 
course, and although they may lose $15,000 on their actual onions, they 
can make $60,000 on their futures contract. And we feel that is the 
crux of the whole matter. 

Let me continue with my statement: They have done it in the past, 
and if trading continues they will do it again for there is no effective 
way to combat it if the shorts have considerable quantities of onions. 

This is common knowledge in the trade, all tesitmony to the con- 
trary, notwithstanding. 
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It is safe to say that the ability of the shorts to demoralize the mar- 
ket is greater than the ability of anyone else to prevent this demorali- 
zation. 

I realize that this probably cannot be proved. Neither can I prove 
that onions need eae to grow but I can see the results when I 
neglect to apply i 

It will be Saded that the actions of the market in February and 
March 1958, disprove this theory that the shorts ability to demoralize 
is greater than anyone’s ability to prevent it. The shorts lost the 
battle to break the market this year only because Mother Nature came 
to the rescue of the onion farmer, who incidentally if he dealt on the 
exchange at all was often long because he erroneously thought that any 
time he could buy onions cheaper than he could grow them he would 
surely come out all right. 

Nature played two tricks on the shorts. First conditions were such 
last summer that they caused an extremely heavy shrink of onions in 
storage this winter. 

And incidentally, every onion farmer in the country knew that the 
ist of December, most of the trade knew it, and the reports should 
have called for a steadily increasing market all during the winter. 
This was not the case, because the price on the exc ‘hange acted as a 
ceiling, and that was an artificially depressed price. 

At just about the time that the trade became aware of the implica 
tions of this shrinkage, Nature poured out excessive rains on the onion 
grown in Texas. These onions usually compete with late summer 
onions sold in March. Short speculators have financed Texas onions 
also, to use as a weapon to depress prices. 

It is safe to say that with normal shrink during the winter and if the 
Texas crop had come on the market as soon as and in the quantities 
expected, March futures prices would likely have gone below $1. 

If the exchange price had not acted as a ceiling to the cash market. 
the cash market on the basis of shrink alone, would have advane ‘ec 
steadily during the winter to profitable levels. 

This steady advance is desirable to everyone in the trade. The cash 
market operating alone would have spurted when news of the Texas 
rains reached it, but, it would have not jumped $1.50 in a week. It 
would have been somewhat higher to begin with and would not have 
gone to such heights. This would have been the better situation for 
the grower, the distributor, and also the consumer. 

No farmer I know can show a profit from growing onions from 
1953 to 1956, a period of 4 years. If a profit was made it was likely 
from a short position on the exchange. 

This is the period in the history of onion futures trading when the 
growing deal with speculative short selling was brought to perfection 

During each of these years it was possible to sell November futures 
at 1.50 before planting. We do not consider a price of 1.50 a good 
sale at that time of the year. Although that is above the cost of pro- 
duction we do not consider it enough above to compensate for the risk 
and investment necessary to grow onions. 

However, these men who financed onion growing and sold short used 
the physical onions they controlled to demoralize the market at 
strategic times either by delivering onions or threatening to deliver 
onions to the exchange. Often by this means the market was de- 
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ressed to points where $300 profits per car were possible by buying 
ack these shorts. 

It is extremely unfortunate, I think, that in many cases considerable 
amounts of money were made by selling short at or below the cost 
of production. This type of profit was made possible during the 
period 1953-56 by the speculative short or shorts who controlled large 
supplies of actual onions, not large supplies in terms of total are 
tion but large in terms of onions needed to cause distress in Chicago. 

It has been shown that the futures trading of onions serves no useful 
purpose since no risk is assumed for either a producer or consumer. 
It has also been shown that futures trading is detrimental in three 
ways. 

First, it disrupts the orderly marketing of onions by excessive and 
induced fluctuations. This is detrimental to growers, distributors, 
and consumers. 

Second, it acts to a certain degree as a ceiling on cash prices. 

Third, because of the small volume of total onions it offers unusual 
opportunities to manipulate prices. 

I would like to insert right there that we could not question the 
integrity or the honesty of the majority of the members of the ex- 
change, but we feel that there are unscrupulous men here who have 
used this to their own advantage. 

While these manipulations in most cases may be so obscure that they 
are not always detectable by investigation, many, many people in the 
trade are as certain these manipulations exist as they are that spring 
follows winter. 

For these reasons, I and the other growers who raise 85 percent of 
Wisconsin’s onions recommend the passage of H. R. 778, H. R. 1514, 
banning the trading of onion futures. 

Thank you. 

The Cuatrman, All right. 

Mr. Rose ? 


STATEMENT OF J. W. ROSE, SECRETARY, NATIONAL ONION 
GROWERS ASSOCIATION, EAST LANSING, MICH. 


Mr. Rose. Mr. Chairman, I am Jack Rose, J. W. Rose of Lansing, 
Mich., a farmer in Michigan, and part-time secretary of the Na- 
tional Onion Association. 

I would like briefly to summarize some of the points that were 
brought out by many of the witnesses who have been down here volun- 
tarily and spontaneously to appear before you. Not one of these 
witnesses, whom you have heard was asked to come here. 

They came on their own initiative or at the urging of their local 
groups when they learned that additional hearings were to be held. 

Onion futures trading on the mercantile exchange was begun about 
16 years ago after strenuous objections by the onion industry. By 
1955 the disastrous effects of this speculative trading in onion con- 
tracts had become so damaging that onion growers and shippers ap- 
proached Congress to see if it could be stopped. They were advised 
at that time by a committee in the House and by members of the De- 
partment of Agriculture that the procedure was to have onion futures 
trading on the exchange placed under the supervision with the Com- 
modity Exchange Authority. 
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With some misgivings as to the effectiveness of such a move, the 
King bill, I believe it was, was passed, placing onion futures under 
CEA supervision. With this supervision in effect, the industry saw 
its product beaten down to record lows of 10 cents per 50-pound bag 
on the exchange, with corresponding effects on cash markets. 

Again some ‘effective remedy was sought, and bills were introduced 
to eliminate onions from organized futures trading. The United 
States Department of Agriculture and the House Agricultural Sub- 
committee at that time asked the onion industry to be patient and to 
allow another year of attempted regulation. In that year, 1957, we 
saw the tremendous break of onion markets from $2.20 down to 87 
cents in three weeks’ time. 

The CuHatrman. What was the production in that year? Didn't 
that have some effect on the overproduction ? 

Mr. Rose. At that time, Senator Ellender, both Government re- 
ports and the National Onion Association reports indicated that there 
were just barely enough onions to supply the markets in the Texas 
crop, the spring crop, came into the picture. There was no oversup- 
ply of onions indicated by any statistics at that time. 

The Cuamman. Weren’t the onions to be sold, since the supply was 
about to meet the demand, and didn’t the farmers sell through the 
regular channels? 

Mr. Rose. That is right. The onion crop is marketed month by 
month in proportional amounts. It will run 9 or 10 percent, that 
much is marketed each month almost the year around, it doesn’t vary 
a great deal. And a good part of the crop had moved out. B 
January it was apparent that there was no surplus of onions at all. 
I had been to Texas, I had seen most of the early Texas crop, and 

many others had, too, and there was no indication that that crop was 
going to be early. Texas had had an extremely dry winter, and that 
crop was delayed. And as it turned out, there was no heavy ship- 
ment of onions from Texas at that time. There was no basis. 

Actually, the CEA in coming on this maneuver stated that it could 
not be due to supply and demand factors, but must be attributed 
either to manipulation or a wave of excessive speculation. That was 
the Commodity & Exchange Authority’s comments at that time, or 
following that break. 

At that time the entire onion industry rose up in full support 
of the legislation to stop this gross misuse of the principle of futures 
trading. This season, with the threat of pending legislation, and 
a widely recognized short supply of onions, the board has avoided 
any spectacular breaks. Even this year speculators in control have 
prevented any normal reaction to supply and demand. The previ- 
ous witnesses have pointed that out. Conditions fully warranted a 
gradual rise in onion prices, beginning early in December and even- 
tually reaching the high that “the market has reached this week. 
Influences of the mercantile exch: ange prevented this. Onion mar- 
kets remained at an abnormally constant level, until early in March 
when the pressures of short supply finally burst all efforts at control, 
they just could not hold it any longer, and prices shot up 100 percent 
in a matter of a few days. That market should have been moving up 
gradually from early in December; all of the onions that moved to 
market during that period of time, and were sold at less than the 





ONION FUTURES TRADING 939 


market, should have been based on a supply and demand condition. 

Every season onion growers are robbed of millions of dollars as 
a result of these artificially depressing maneuvers. I would like to 
emphasize that the futures market on the mercantile exchange is not 
a market for onions. It involves the handling of quantities of actual 
onions that would be insignificant, if those few deliveries were not 
strategically used to depress markets. 

Neither is the market essential for or even used to ¢ any extent for 
hedging purposes. According to a CEA report of last October 31, 
you will see that all trading on the market is over 95 percent specu- 
Jative, and less than 5 percent legitimate hedges by growers produc- 
ing onions as part of our national food supply. 

The CyarrmMan. Have you any reasons to believe that the same 
situation does not prevail as to other commodities ? 

Mr. Roser. Certainly there is use, and a very desirable use, of hedging 
in other commodity markets. There is no buying of onions for hedg- 
ing, or a very, very little bit. There is a very limited amount of 
hedging from the standpoint of the producer. There are no proc- 
essors using onions of any consequence for processing purposes that 
would buy onions, or would hedge onions, hedge their purchase, as you 
would have in the case of rubber or sugar or cotton or grain, that is 
going into manufacturing processes where a manufacturer must hedge 
to protect his rising sy stem as he gets into manufacturing. 

Futures trading in onions on the mercantile exchange serves no 
desirable economy purpose of any kind. Regulation of futures trad- 
ing in onions has been completely ineffectual. 

Commodity exchange men have found this onion problem a tre- 
mendous and incurable headache. Onions are a perishable commod- 
ity and not suitable for ordinary futures trading. 

More important, the volume of the crop compared with the giant 
staples is so small that control of paper contract involving the crop 
can be held by a small group. That has been brought out by other 
witnesses. 

When the actual commodity must be handled, such group control is 
not feasible. When you have got to handle and actually store thou- 
sands of bushels of onions, certainly the problems of controlling 
enough onions to influence that market make it just not feasible to do it. 

Free interaction of supply and demand has, since the very begin- 
ning of this country, been the basis of our free enterprise economy. 
It has been the function of Government to prevent this supply and 
demand balance from being unduly disrupted by individual selfish 
interests. 

The Commodity Exchange Act when passed by Congress in 1922 
was designed to prevent risk to consumers and producers by activi- 
ties on futures markets. 

At this time Congress designated commodities that could be traded 
on such markets. The constitutionality of this act has been proven 
in several cases as applied to interstate commerce. The onion trade 
certainly qualifies as interstate commerce, and is connected with the 

national public interest. Passage of this bill does prevent a con- 
eek: but only a contract under specific conditions; and, certainly, 
we have ample precedents for this. 
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Congress has declared illegal closed shop labor contracts, for ex- 
ample, we have had such examples before where gross mispractices 
were involved. 

This legislation, S. 778, and S. 1514, has the backing of the onion 
industry, the major farm and pr oducing organizations of the countr V; 
the commissioners of agriculture from 48 States, and a similar bill, as 
you know was passed recently by the House by an overwhelming 
vote. 

Surely, the considered and expressed opinion of these great groups 

cannot be wrong. We realize that elimination of futures trading 1 in 
onions on or ganized markets will not solve all problems of the onion 
industry. The industry has given careful thought to extensive, con- 
structive programs to meet its own problems. The general feeling, 
though, is that no constructive program can be effective until this 
powerful disrupting and depressing influence of futures trading is 
removed. 

We, certainly, urge your support of this legislation. 

I thank you. 

The Cuatman. Now, you gentlemen who favor this legislation, 
have you looked into the legal aspect of it as to the extent to which 
the Commodity Exchange Act could punish any person or corpora- 
tion that violates section 4 (g) as written ? 

Mr. Rost. The position of the previous witness—I wouldn’t at- 
tempt to prove this statement, but CEA men have told me off the 
record that it has simply been’ impossible for them to obtain the in- 
formation they need to prosecute misuses that they know exist. 

The Cuarrman. If you prevent it under the law, won’t the same 
thing occur? That is why I believe the Secretary ‘of Agriculture’s 
report here, which I have quoted many times. 

Mr. Rose. That is a letter from the Secretary of Agriculture as of 
last spring. 

The CuarrMan. Well, it is in regard to the same bill. 

Mr. Ross. That is true. 

The Cuatrman. I am having our counsel look the matter up and, 
of course, I want to make that part of the record. 

Mr. Rose. Yes. I think you will find that the testimony from the 
CEA men last August, after they had further chance to investigate 
some of these activities that occurred last spring was very much more 
critical of futures trading than it had been previously and since that 
letter was written. 

The Cuatrman. If we submit for Senate consideration a bill such 
as you are proposing, I for one certainly want to make it effective. 

Mr. Ross. We, certainly, hope you will. 

The Cuairman. I just don’t want to pass it just to pass alaw. If 
you are to go back to the condition that prevailed before you were 
put under the Commodity Exchange Act, it won’t do you a bit of 
good; will it? 

Mr. Rosr. No; as I understand the law, it would prevent futures 
trading. 

The Cuatrman. I understand that. The question I am asking i 
whether or not you could enforce it. That is what I am having looked 
into, and, before the hearings are over, I hope to have the answer. 

Thank you. 
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Mr. Rosr. Thank you very much. 
The Cuarrman. All right. 
Mr. Shelly ? 


STATEMENT OF JOSEPH S. SHELLY, EXECUTIVE SECRETARY, 
VEGETABLE GROWERS ASSOCIATION OF AMERICA 


Mr. Suetty. Mr. Chairman, I am Joseph S. Shelly, executive secre- 
tary of the Vegetable Growers Association of America. The asso- 
ciation is composed of 45 affiliated organizations, ae membership 
in 25 States. We have a substantial membership in the onion-pro- 
ducing States of Minnesota, Wisconsin, Michigan, and New York. 

The position of this association on onion futures trading has not 
changed since the original was introduced, nor since the “extensive 
hearings on this subject reaffirmed its position last December at its 
New Orleans cor ivention, which you will recall was keynoted by your 
distinguished presence, Senator Ellender, which was enjoyed and 
apprec iated very much by our membership. 

This resolution was unanimously adopted : 

Onions and potatoes, by their very nature, are unsuitable commodities for 
futures trading. 

The Cuamman. Did your resolution include potatoes, too ? 

Mr. Sueity. No. 

The Cuairman. Why didn’t you insist on it? 

Mr. Suetry. Since this dealt with onions only we included onions 
only. We would have supported it in the House, but when the bill 
was up in the House it was eliminated. We are dealing only with 


onions, but our position on per is the same. 


The CuarrMan. If it is bad for onions it is bad for potatoes, too? 

Mr. Suey. If this committee should recommend that potatoes be 
included, I am sure that the association would support that view. 

Such future trading has in the past worked severe injury to farm- 
ers, and we do not believe that any corrective actions by the mer- 

‘antile exchanges or the Commodity Exchange Authority can make 
a basically unsound situation healthy. 

We strongly support legislation by the Congress to prohibit futures trading in 
these commodities entirely— 
which is the resolution. 

The pernicious conditions resulting from manipulated futures trad- 
ing have not materially changed. The Vegetable Growers Association 
of America wholehe: artedly endorses H. R. 376 as passed by the House 
of Representativ es March 13, 1958, and also the bills before the Sen- 
ate, S. 778 and S. 1514. 

Onion growers recognize that there were and are times producers 
could and have realized windfall profits from futures trading. 

The risks involved for the average producer are usually too great. 
The greatest bitterness, however, arises from the unserupulous use 
of future contracts by speculators to manipulate the market which 
conspicuously on numerous occasions in the past resulted in complete 
demoralization of the market. 

This statement, Mr. Chairman, deals mainly with the economic 
principles involving our opposition to futures trading in onions. For 
the practical aspects of this unwholesome and distressing situation 
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I should like to refer this committee to the statement of James D. 
Swan, the association’s past president, before the House committee 
in its hearings in Chicago on this same subject on March 24, 1956. 
His statement appears on page 102 of the House committee record, 
serial FF, part 2, Onions, March 24, 1956. And I should also insert 
here that I think this has been very ably expressed by some of the 
grower witnesses that appeared before you committee this morning. 
The recent history of onion futures trading on the board of trade 
clearly indicates that the objectives of the Commodity Exchange Act, 
that of maintaining fair and honest practices in the futures market, 

protection of the ‘public interests against price manipulation, are 
being rather freely violated. 

This association believes that the bill, H. R. 376, being considered 
would not violate the basic freedoms of those engaged in the pro- 
duction, marketing, and selling of onions. We believe the elimina- 
tion of onion futures trading would fulfill the basic concept of law, 
that of restraining our destructive tendencies and not violate or direct 
our peaceful creative activities. 

A basic question which must be considered by this committee is: 

ae onions a suitable commodity for futures trading and are there 
beneficial economic benefits derived from futures trading for 
ules growers?” Testimony presented before this committee last 
year, grower reactions to the question, the perishable nature of the 
commodity, and past performance all indicate a negative reply. 

Onions are a perishable commodity and can be stored only for rel- 
atively short periods. In fact, onions are considerably more perish- 
able than most other commodities traded on the mercantile exchange. 
Some of the proponents of this legislation in debate have attempted 
to minimize this fact by saying wheat, cotton, and other commodities 

‘annot be held indefinitely. They can, however, be stored for more 
than 1 or 2 seasons. 

There is absolutely no value in carrying last season’s onions into 
the next, it is impossible. Improved and new varieties of onions, 
wide distribution of production areas, rapid transportation, and 
greater distribution of the onion growing season have and will con- 
tinue to reduce the needs for future contracts. The onion grower 
must not only consider price, but he must also pay close attention to 
the quality of his crop, which will vary from year to year because of 
its deterioration and decline in price during the storage period. 

The natural characteristic of perishability of onions, as well as 
climatic conditions, exerts a constant pressure on onion producers, 
shippers, and traders. It also provides an ideal climate for the un- 
scrupulous speculator to take advantage of producers because of these 
uncontrollable factors. 

It has been said that the problem is not futures trading but over- 
production. This is undoubtedly true, especially, in some years but 
may I point out that some of this overproduction has been artificially 
stimulated by arbitrarily high-priced opening future contracts before 
the onion crop has been planted. 

Promises of compromise and correction by the exchange are not al- 

rays reliable and satisfactory. For example, the mercantile exchange 
suggested some time ago that November and January contracts should 
not be opened until May 1. This was satisfactory to the growers; 
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however, November and January contracts are being sold now in ad- 
vance of the planting season, and the promise was promptly forgotten. 
Planting of onions will not begin in northern onion areas until April 
15 to May 1. 

It has been pointed out in testimony and during the House debate 
that extreme fluctuations existed before futures trading was in opera- 
tion and let me add that they will probably continue if futures trading 
is abolished. 

This is inherent in onion production. It these violent swings are 
caused by weather or overproduction, the onion grower accepts the 
situation and knowing the nature of these men they will accept the 
responsibility and correct the matter as soon as possible. The re- 
sentment arises when these fluctuations are artificially produced by 
the speculator for personal gain. 

Considering futures on the demand side, it is obvious that onions 
present a different problem than other commodities. Onions are 
not purchased to any great extent py processors but rather by those 
who handle them in the market chain operation. Each one of these 
buys a raw product, adds his service cost, and passes the raw product 
on ultimately to the consumer. In other words, the users of onions 
have little need of an opportunity to hedge their purchases and evi- 
dence would indicate that they do very little of it. 

The CuarrmMan. We have had all of that in the testimony already. 
It.is pretty clear. I have just been talking to our solicitor of the 
committee, Mr. Stanton, and just as I expected, there is a doubt as 
to whether or not we could have endorsement. My offhand opinion 
is that even with the passage of this act the producers of onions will 
be in the same position as they were prior to being placed under 
CEA. I just thought that I would pass that on to you. 

Mr. Suetxy. I think I indicated that, Mr. Chairman. 

The Cuatrman. In my judgment, you are going to be in the same 
position as you were before you got under CEA. But I am going to 
try to go into that next week further in the hope that if the commit- 
tee does approve a bill that we will have something effective, rather 
than something that won’t amount toanything. + 

Mr. Suetiy. The point I am trying to express, Mr. Chairman, is 
that this probably will result in the future, it will happen in al- 
most every other phase of vegetable production. 

The Cuarrman. You have it in cabbage, you have it in carrots, and 
in beets, and you will have it in onions. 

Mr. Suetiy. And it may have been caused by weather conditions, 
over which the grower has no control, or by overproduction, and what 
happened? They plowed them under or let them rot in the field, 
accepted the responsibility, and then adjusted the next year. 

The CuatrmMan. You know, if the onion growers of the country can 
organize themselves to a position where 90 percent of them are being 
heard here today, I don’t see why in the world they can’t organize 
themselves to sell that produce. That would be what I would do. I 
would get together and just not try to undersell each other, you under- 
stand, and control the market that way. You would get much better 
results than having a thing like this passed, which will, in my opinion, 
not be effective. I am just being perfectly frank with you, because as 
chairman of this committee I would hesitate to submit a bill to Con- 
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gress when in my heart I know that you might as well pass a law to 
make murder a crime and provide no penalty for it. You might as 
well have no law at all, because if it is not effective, why pass it ? 

Mr. Suetty. Let me reemphasize this, Senator : 

“The resentment arises heen these fluctuations are artificially pro- 
duced by the speculator for personal gain.” 

That is the reason these men are complaining. 

The Cuairman. You are not going to stop it by the passage of this 
act. There are no teeth in it; in 1 other words, you are going to revert 
to the same position as 1955, and the onion producer i is going to be in 
the same position as the carrot producer and the cabbage ‘producer 
and the producer of other vegetables. 

Now mark what the Senator from Louisiana is telling you today. If 
we pass it, you are going to come back to us again. It won’t improve 
the situation, in my judgment. 

T hope I am wrong. 

Mr. Suetry. I hope you are, too, because knowing the onion pro- 
ducers, you will know that we have come up here on the Hill very 
seldom. 

The Cuatrman. And you have always been welcome. The thing 
iS, it is just supply and demand that controls. And if the fellow who 
speculates is a better guesser than the other fellow, he makes: if he 
isn’t, he loses. I go bac ck to the pee that onions, being such an 
import: int part of our diet, and as I said yesterday, it is the founda- 
tion of good cooking, the onion is, that is if the onion growers could 
organize themselves nationwide, they might be able to do better them- 
selves than to depend on an act of this kind. 

Proceed. 

Mr. Suetriy. A major function of futures trading in any commodity 
is to permit both producer and user of the product to hedge and thus 
spread his risks. Indications are that very few, if any, of the users, 
and very few of the producers, avail themselves to this function. In 
the case of the producers, very few have the financial resources to 

carry out a hedging oper ation. 

It would appear, therefore, that the greatest benefit derived from 
futures trading goes to the speculator, not the producer nor the con- 
sumer. Reports “have not been too infrequent in the past, especially 
following great price declines of plowing under onions or dumping 
because the sale price was lower than the cost of harvesting. 

These price gluts have had little effect upon retail prices or con- 
sumption because of the inelastic demand of onions. 

The value of futures trading is very doubtful if the market becomes 
the vehicle for speculation and its adverse effect upon the onion pro- 
ducer. 

It has been apparent in the past that the onion futures market has 
tended to perpetrate overproduction with its concomitant adverse ef- 
fects upon producers. This has been done by the fly-by-night pro- 
ducer who finances an onion crop on early quotations of the futures 
market and early sales for future delivery. 

In consideration of these facts concerning this legislation, it is im- 
yortant to consider the facts and not the emotional aspects. It has 
te said that elimination of onion futures trading would put hun- 
dreds of persons out of work. This, Mr. Chairman, is one of the 
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atest perversions of the truth I have heard ina longtime. No such 
hin ng will happen at all. 

It has been pointed out that if futures trading of onions is elimi- 
nated other commodities will follow. This is a hysterical approach 
in an effort to find reasons why this legislation should not be enacted. 

The vegetable industry is not interested in the other commodities 
traded on the exchange. We recognize the importance of futures 
trading in some commodities where future deliveries are essential and 
desirable. ‘The proponents have pointed out very clearly why onions 
are not adapted and should not be traded on the mercantile exchanges. 
Such reasoning is as absurd as saying that because we have laws to 
deal with motorists who drive recklessly we are attempting to eliminate 
all drivers from our highways. 

The industry over whelminging endorses the prohibition of onion 
futures trading. Economic facts and actual practice have demon- 
strated the impracticability and distressing influence of onion futures 
trading on the producers and the cash market. 

The historical record clearly indicates the irresponsible and arbi- 
trary function of the market with its distressing effects upon the pro- 
ducer. Evidence presented indicates that onions are a commodity 
unsuitable for futures trading; therefore, the organized vegetable 
industry, and only the veget table industry, respect fully urges this com- 


mittee to act favorably on the bill before it to prohibit the futures 
trading of onions. 


The CuHatrman. Thank you. 

Is there anybody else to be heard ? 

Mr. Branp. Here isa man. 

The CHarrman. You have been heard already. 

Mr. Branp. Yes, sir. But I think that some questions have been 
raised that could be answered by the group at large better than by one 
individual. 

The Cuairman. We are going to hear them Wednesday. One thing 
I wish you folks would do is this, those who are interested in this; I 
think you said there are some organizations that will appear here 
W ednesday. What I would like to have laid bare before this com- 
mittee is the effectiveness of this proposal, if a contract for the sale of 
onions for future delivery is made in violation of what you propose, 
whether those who enter into it will be subject to any kind of penalties. 
In other words, can they be stopped from doing it, and if they don't 
stop, can you send them to jail or make them pay a fine? Because 
unless you have that in there, in my humble judgment, you might 
as well have no law at all. 

I want to give you gentlemen assurance that this committee will go 
into this matter and prob: ibly in the next 2 weeks make a decision. 
Of course, I don’t know how it will be, but I want you to rest assured 
that you w iT get fair play before this committee. 

The committee will recess until Monday at 10 o’clock. 

(Whereupon, at 1:15 p. m., the hearing in the above-entitled matter 
was recessed, to reconvene at 10 a. m., Monday, March 24, 1958.) 
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MONDAY, MARCH 24, 1958 


Unrrep States SENATE, 
CoMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 324, 
Senate Office Building, Senator Allen J. Ellender (chairman) 
presiding. 

Present: Senators Ellender, Scott, Thye, Mundt, and Williams. 

The Cuairman. The committee will please come to order. 

At our last meeting I gave an offhand opinion that, in my judgment, 
in order to make the pending bills effective there should be a penalty 
attached. Our counsel took the matter up with the Department of 
Agriculture, and at this point I wish to place in the record a letter 
dated March 21, signed by Mr. Rodger R. Kauffman, Administrator, 
and addressed to Harker T. Stanton, counsel of the Committee on 
Agriculture and Forestry. In that letter Mr. Kauffman indicates in 
order to make this act effective it would be necessary to write in some 
kind of penalty 


(The letter dated March 21, 1958, is as follows:) 


DEPARTMENT OF AGRICULTURE, 
CoMMODITY EXCHANGE AUTHORITY, 
Washington, D. C., March 21, 1958. 
Mr. HARKER T. STANTON, 
Counsel, Committee on Agriculture and Forestry, 
United States Senate. 


Dear Mr. STANTON: This refers to our telephone conversation today concern- 
ing the language of S. 778 and companion bills proposing te amend the Commodity 
Exchange Act by adding thereto a new section (sec. 4j) prehibiting futures 
trading in onions by or through a member of a contract market. 

You requested a memorandum concerning the effect of the absence from these 
bills of any provision to amend section 9 of the Commodity Exchange Act so as to 
make a violation of proposed section 4j a violation of the penal provisions of 
the act. 

As you recognize, in the absence of a provision subjecting violations of the 
proposed section to the criminal provisions of the statute, it would appear that 
the sole means of enforcement afforded by the act would be by way of adminis- 
trative complaints. 

Sections 5b and 6 (a) of the statute relate to administrative proceedings 
instituted by the Commodity Exchange Commission against a contract market 
for noncompliance with the provisions of the statute. The sanctions provided 
are suspension or revocation of contract-market designation. Sanctions are 
authorized pursuant to notice and hearing and subject to appeal to the United 
States court of appeals. Section 6b provides an alternative sanction in the form 
of a cease and desist order against the market, its officers, agents, etc., violation 
of which is made subject to fine or imprisonment or both. 

Section 6 (b) provides for administrative proceedings against violators (other 
than contract markets). Such administrative proceedings are initiated by the 
issuance of complaints by the Secretary of Agriculture. Notice and hearing are 
provided. Violators may be denied trading privileges on all contract markets 
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and registration as floor broker or futures commission merchant, or both, may be 
suspended or revoked, subject to appeal to the court of appeals. 

As you know, administrative proceedings frequently are extremely time con- 
suming. Should the proposal contained in S. 778 be adopted it would appear 
highly desirable from the standpoint of effective administration that reference 
to section 4j be incorporated in section 9 of the act. 

Sincerely, 
Ropeer R. KAUFFMAN, Administrator. 

The Cuarrman. The first witness is Mr. Everette B. Harris, presi- 
dent of the Chicago Mercantile Exchange, Chicago. Il. 

Will you identify yourself for the record ? 


STATEMENT OF EVERETTE B. HARRIS, PRESIDENT, CHICAGO 
MERCANTILE EXCHANGE, CHICAGO, ILL. 


Mr. Harris. My name is Everette B. Harris. I live at 412 North 
Ashland, Park Ridge, a suburb of Chicago. 

I am president of the Chicago Mercantile Exchange, which is a com- 
modity exchange, and I have been since June 1, 1953. 

The CuatrmMan. Will you tell us what you do then, what the Chicago 
Exchange deals in—onions. 

Mr. Harris. Yes, sir; I shall be glad to. We deal in what is known 
in the trade as perishable commodities. We are the second largest 
commodity market in the country; for that matter, I believe, in the 
world. 

We trade in butter, eggs, onions, potatoes, turkeys, frozen eggs, 
and from time to time in other commodities. 

The CHatrman. How many of those commodities that you handle 
are under CEA ? 

Mr. Harris. All except frozen eggs. That is a relatively new com- 
modity, due to technological changes. 

The Cuarrman. Are they under CEA by authority of the law? 

Mr. Harris. Oh, yes, sir. 

The Cuarrman. Do you handle any other commodities that are not 
under CEA ? 

Mr. Harris. I believe not, sir, with the exception of frozen eggs. 
We have at times traded in scrap iron at one time, as a matter of fact. 

The CuarrMan. We are speaking only of something dealing with 
agriculture. I am not talking about that. 

Mr. Harris. Yes, sir. Prior to my going with the Chicago Mer- 
cantile Exchange I was for over 4 years secretary of the board of trade, 
the grain exchange in Chicago which is also a commodity exchange. 

Along with most of the other commodity exchanges, I would like 
to place in the record at this point a list of them and the volumes they 
trade in in recent months. 

The CuHarrman. This document will be introduced into the record 
at this point, but all of the commodities therein named are under CEA 
with the exception of platinum, coffee, sugar, hides, rubber, copper, 
lead, tin, zinc, and burlap. 
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(The document referred to is as follows :) 


Commodity futures contracts traded 


February— |January—February— 





Cotton_-- 
Cottonseed oil_-.-- : 4 5 
Soybean oil... -- foie : ‘ b 10, 573 
Lard. agua adie a chasekiae ide 3 3, 246 
Soybean meal 3, 780 10, 410 


Chicago Board of Trade---_- 198, 038 | 438, 102 
Chicago Open Board of Trade : 2, 415 6, 418 
Wheat... _. 5,637 | 12, 346 
6 other contracts.............- ai 5 75 


12, 421 








y 
Flaxseed _ _. 
Soybeans..........- 


Minneapolis Grain Exchange 
4 grains, Milwaukee..---..-.-. sich wale 
Wheat, Seattle grain...........-.- SL idddecddnd wldinied 5 


Eggs- wong at Googles 
Potatoes. -- ; wbvd sb Jang de dbbbindssibn$ 20beb SE bee 
ON SN ae naga: Matalin aah s 24, 419 





Chicago Mercantile Exchange ; ‘ % 64, 480 





Potatoes... _..-..- 
Onions 
Platinum -.-- 





New York Merchantile Exchange____...._._--- Bate 10, 762 








Cotton besecechsouhed ohana ead 3, 350 
Cottonseed oil id i 





New Orleans Cotton Exchange... se cethdebedes 3, 350 | 
Cotton __. : . ae s . 15, 610 2 
Wool hs peihdh J , , 791 | 
Wool tops ; , 425 | » ad 








New York Cotton Exchange and Wool Association __._. , 826 26, 091 
Cottonseed oil 1 ‘ | 5§,682| 5,459| 13,428 
Soybean oil. -_- : 183 | 16 | 367 
Tallow cahins cu 10 | 0 21 | 

New York Produce Exchange__-- ! 5, 875 | 
Cottonseed meal. - a =a ees 162 
Soybean meal $4504 mn sated 980 





Memphis Board of Trade_- : . 1, 142 53 | 2, 261 | 
Cocoa, New York Cocoa Exchange = i | 6, 068 9, 5: 11, 805 


Coffee B : 1, 104 2, 188 
Coffee M____- , : eng 974 | 2, 413 
Sugar No. 6_- a 3, 735 | 10, 675 


3 
] 
2 
Sugar No. 4__.. saul ii woud wate 20, 928 | 6, 7: 42, 412 
4 








New York Coffee and Sugar-_--- bahh .--| 26,7411} 14,496 58, 688 
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PpenuUyuojO—papp.y 879D42U09 Saangn{ fiqz~pomwmog 


February— January-February— 


1957 | 1958 


732 | 632 
7,052 | 2,313 

581 | 1, 661 
32 181 
156 | 26 
137 | 526 
139 | 109 


| 





Commodity Exchange --- : ae ae ae : 8, 829 | 5, 448 





Total contracts_____ a sani a aes v 332, 568 | 338, 947 691, 640 | 687, 963 
Percent change--_-.........-...- ‘id . o--------| +1.90 —0.53 





Notre.—Where trading is done in smaller units of job lots, as is the case in a few commodities, figures have 
been converted into the larger, full contract units. The number of trades (buys plus sells) are twice the 
above figures. Figures of nonregulated commodities (all those on the commodity, coffee and sugar, cocoa 
exchanges, and platinum) are from those supplied by the exchanges. All others (the regulated commodi- 
ties) have been converted into contract units from figures of the Commodity Exchange Authority. 


Source: Association of Commodity Exchange Firms, Inc. 


Mr. Harris. The Chicago Mercantile Exchange is supervised and 
regulated by the Commodity Exchange Authority of the United States 
Department of Agriculture, but onions have been under such super- 
vision and regulation only since September 1955. 

This is a short period of only 214 years. 

I have a farm background, having been brought up on a place in 
southern Illinois where my family farmed for more than 100 years, 
where we still own a farm. I finished college at the University of 
Illinois, took my master’s degree at the University of Chicago, worked 
for 3 years at the United States Department of Agriculture, and later 
taught economics at DePaul University and the University of Chicago 
before going to the Chicago Board of Trade. 

I deeply appreciate this opportunity to appear before your Commit- 
tee on Agriculture, since we strongly feel that the bills to abolish the 
futures market in onions have little chance of enactment if they and 
the arguments behind them are thoroughly understood. 

From previous hearings, and from the history of this controversy, it 
is plain the impetus for the bill comes from dealers and shippers who 
feel that the operation of the onion futures market has hurt their 
business. 

The Cuarrman. These are the shippers, not the growers ? 

Mr. Harris. I want to digress in my testimony. 

The CHarrmMan. You should have been here and heard the testimony 
Thursday and Friday. 

Mr Harris. I was here every day. I very much appreciated listen- 
ing to the testimony. I do not doubt the sincerity of anyone that testi- 
fied, and I emphasize that. We have never indulged in personalities, 
and I never intend to do so. 

I simply feel, for the first time, I can explain to you and to the audi- 
ence what is really behind this fight, which is a bitter one, and has 
been in a deadlock for a long time, and has come to a point where I 
think it merits the attention this important committee is giving to it. 

In the onion business prior to trading in futures there were through- 
out the country in strategic spots gentlemen who were somewhat com- 
parable to cotton gatherers. 
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They were in county-seat towns in areas where there were lots of 
farmers growing onions, and their business was legitimate and legal. 
And, insofar as the traffic would bear pricewise, they dealt with these 
farmers. In the fall, when the onion crop was in, they bought the 
farmers’ onions and held them, in the hope of profit. They had a coun- 
try warehouse, perhaps. 

And when we heard of these onions staying in the farmers’ hands 
the other day I think, from my brief 5 years’ experience in this, that 
that is true, that the bulk of the onions do stay in the country, as they 
should. But dealers and labor farmers typically own them. They 
are in a better position there for merchandising. These warehouses 
quite often are owned by these big dealers, who may be vice president 
of the bank or may be in some other business. 

That was a good business. Sure, there was a spread between the 
cost, what the farmer got and what the housewife paid for the onions, 
and there is still, and still too much, and more about that later. 

When we started this business, these big dealers thought it might 
be a good business for them, to augment and supplement their busi- 
ness. They knew more about onions. They thought they possibly 
could trade with special advantage. 

Virtually all of them do aie and we appreciate their business 
today. 

As time went on it became apparent when you go into a speculative 
market to speculate, you are very fortunate if you break even. The 
bulk of the speculators lose money. 

When the ie dealers tried to make money more easily they found 
it very difficult. 

There were some professional speculators who did nothing but that, 
they were very clever at it, too, as you can well imagine. In the early 
days there was some manipulation in the market. 

There has only been one charge of manipulation or anything 
‘wrong in the market since onions went under the CEA in the past 
214 years, and that incident was almost 2 years ago. 

The onion market today operates as well in my opinion based on 
my experience at the board of trade, based on observance on com- 
modity markets all over the country, as any futures. 

Now these gentleman have been effective and very clever and I 
congratulate them, the leaders of this campaign have organized the 
majority of farmers against us. 

They claim some figure of 99.44 percent of the onion growers. [ 
do not know whether it is 70 or 80 percent or 90 percent. I can say 
here and now if it were put to a referendum of all onion farmers we 
might lose in this thing. 

In the testimony that was given here earlier one gentleman stated 
that “maybe I am sore at them because they took my business away.” 

If I were in his position I might feel the same way. But I feel 
that we have a Government of laws and not of men, and I think that 
the rules applying to business should be rules applying to what is 
fair for one is fair for another, and not favor one group of dealers 
against another or anything of that sort. 

I feel that if we are put out of business the good old days will 
never return for these gentlemen, anyway, because farmers today are 
too well educated, too well informed, too well financed, to sell their 
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produce at a distress level at harvest time for someone else to hold it 
to sell at higher prices. That is the nub of the controversy. 

As I stated, what caused this fight is producers and dealers and 
growers and shippers feel that this has hurt their business. It has 
hurt the shipper’s business; it has helped the grower’s business. 

The big icles have convinced growers that the market depresses 

rices. 
qi If this belief is not correct—if enactment of S. 778 or S. 1514, both 
of which would ban futures trading in onions, would not have the effect 
of increasing onion prices, or would not prevent price declines—there 
is no reason to pass such legislation. 

If we can prove that, if we can prove that such a bill would not 
prevent price decline, then there is no reason to pass such legislation. 

In this connection, I wish to call the attention of the committee to 
the policy established with regard to commodity exchanges in the 
1920's and 1930's. 

In the period from 1880 until 1930 more than 200 bills were intro- 
duced to ban or restrict futures trading in one or more agricultural 
commodities. 

In almost every case the charge was the familiar one heard here: 
that trading on the exchanges depressed prices. None of the bills 
passed either House. It could never be demonstrated that it de- 
pressed prices. 

The Sieanede decided that futures trading served useful purposes, 
and finally decided that it should be supervised and regulated, not 
abolished. The first such regulatory law, the Futures Trading Act, 
was passed in 1921 but was declared unconstitutional. 

In 1922, came the Grain Futures Act which by amendment became 
the Commodity Exchange Act, in 1936. This is still the basic act for 
the commodity exchanges, although several amendments to it have 
since been approved. 

In September 1955, trading in onion futures was placed under the 
supervision of the Commodity Exchange Authority, which admin- 
isters the Commodity Exchange Act. Thus follows the policy laid 
down in the Grain Futures Act and subsequent legislation, to super- 
vise and regulate futures trading in agricultural commodities but not 
to kill such trading by law. 

Undoubtedly, however, this committee wishes to know whether evi- 
dence has been introduced at the hearings on onion futures, or else- 
where, to prove that trading in this commodity does depress prices 
and is responsible for many of the onion farmers’ difficulties. 

I think I can state unequivocally that there is no such evidence. I 
make this statement with all due respect for the sincerity of the pro- 
ducers who have appeared here demanding the death of the onion 
market. Without question, they believe that futures trading has 
beaten down their prices but their testimony, if I may say so, consists 
of generalities and is not supported by the facts. 

What are the facts? Anyone familiar with the history of onions 
knows they have a highly volatile price history. Onion prices fre- 
quently go up and down like a yo-yo. They rose and fell sharply 
before there was futures trading. They have risen and fallen sharply 
since futures trading began. Short of Government price stabiliza- 
tion, and it would be quite costly, I am afraid there is going to be 
sharp fluctuations in onion prices 1n the future. 





— + 6o®lCOUNDD 


ee 






ONION FUTURES TRADING 253 











































The per-capita consumption of onions has not increased in the past 





it 20 or 30 years but, since 1949, the production of onions has increased ¥ 
nd approximately 35 percent more than the increase in population. Here, i) 
ai rather than the futures market, may be the answer to the sharp i 
price declines which have occurred from time to time in recent years. : 
a a eT What do you mean by that, over and above what i 
they need ¢ i 
th _Mr. Harris. Over and above what they had before, sir. Produc- ( 
set tion has gone up on a per-capital basis; yes. For example, there was 2 
i a very fine young man testifying the other day who pointed out that 4 
? his father had a small onion farm and it was hand labor, and a few # 
J acres. We all remember that pattern. But he aneeeee began 8 
- to talk about automatic machinery he has on his farm today that i 
to performs four operations. . 
* In Indiana, one very efficient farmer there has had phenomenal 
production which we will talk about later in testimony. Growers 
will tell you about growing up to 1,500 or more bags of onions on 
ll an acre, and a production of 500 used to be very, very good, sir. 
7 The Cuarrman. In other words, it is your contention that the per 
: capita consumption has not increased, but there is now produced 
* 30 percent more than the normal ¢ 
Y Mr. Harris. Yes. It calls for a little work and study, I think, and 
* possibly, in controlling production. I do not know the answer to 
that. It is not relevant to this controversy, in my opinion. 
C The Cuamman. That is what I tried to elicit from the witnesses 
a who testified, that evidence. I do not want to anticipate you, but 
; what is there to the charge that the traders manipulated on the mar- 
ket from as many as 5 to 10 times the onion production, the volume. 
- Mr. Harris. I met with the opposition and told them that I wanted 
= to keep this testimony, so far as our people are concerned, on a high 
' plane. There are many petty things I could quarrel with which were 
said here, but there was One that I thought rather damaging to us, 
. but I just could not understand it. It was said here that 1 car of 
1 onions could be traded 40 times and they added up the commissions 
and they said if you added all of them on 40 cars it might be more 
t than the value of the onions. There is no conceivable way that that 


could happen. It never happened. It never will happen. The vol- 
ume of trade that we have in onions in relation to the crop is no more 
than the volume of trade in relation to other crops. 5 a matter 
of fact, back in the twenties, when we had free markets for every- 
thing and we have free markets for onions and right or wrong we 
don’t have price supports. When that was true of wheat and other 
basics, the crops might have been traded 20 or 30 times. I don’t 
have the exact figure. Perhaps this gentleman has given it to me, and 
I shall give it to you accurately, but I assure you that we don’t trade 
any more onions 1n age ee to the total production than any other 
crop, and even if we did it could only be good service,. because as 
onions move through channels one may lift a hedge and the other put 
a hedge on. 

The CHarrman. What about the charge that was frequently made 
by several of the witnesses, that a trader would come to the market 
and sell 25 or 30 cars at a loss, and gain more by trading in the futures 
by depressing the price? What is there to that charge? You were 
here—you heard that? 
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Mr. Harris. I heard every word, sir. 
The Cuairman. All right. I would like to get your answer to that. 
Mr. Harris. Before we had limits on onion trading, that is before 

we limited the position, it was possible and several years ago in my 

opinion happened, that a man 

The CHarrMan. You say several years ago before onions were put 
under the CEA ? 

Mr. Harris. Three or four years before they were. 

The CuarrMan. Let us get the date of it. Let us say in 1953, I may 
be wrong in the year, but prior to 1955? 

Mr. Harris. Prior to September of 1955 and prior to having limits, 
limiting the speculators’ position. There may have been a case where 
1 or 2 individuals had a large speculative position. When the market 
went against them they bought the products, brought it in from the 
country and tried to hold their position down. I think that happened 
once in the potato market. And according to CEA testimony—and 
you can elicit the exact facts on that from Mr. Kaufman when he 
testifies Wednesday. I would suggest that he have the exact date. I 
don’t have it. 

We have since changed the rules. We have tightened up the con- 
tract. That charge cannot be substantiated at any time in recent years. 
I have charts here today to show you what has happened to onion 
prices before and since the CEA... To say that no man will ever try 
to depress the market, will ever try to manipulate is denying human 
nature. Used-car dealers try to cheat the public, but you do not say 
it is illegal to trade in used cars. You say the industry ‘ought to police 
itself. We have done that—with the help and urging of the CEA, the 
Federal arm, we have done that. I say today if we have any criminals 
hiding in the closet put them in jail, sir. But do not put us out of a 
legitimate business. 

May I continue? 

The Cuarrman. Yes, if you do not mind being interrupted. 

Mr. Harris. I welcome it, sir. 

Senator Ture. There was just one further question on this. You 
say that the production has increased by thirty-some percent ? 

Mr. Harrrs. In relation to population. 

Senator Toye. But the consumption is about the same as it was? 

Mr. Harris. It has tended to remain stable. 

Senator Ture. And, therefore, there is a surplus? 

Mr. Harris. The same is true in wheat. 

Senator Tuyr. Yes. Of course, you cannot store the onion. 

Mr. Harris. Yes, sir; you can store it. 

Senator Toye. Wheat you can store. What happens to the surplus 
onion, does it deteriorate, break down and is just an absolute loss, or 
are you forced to put it on the market as a forced sale to try to move it ? 

How do you dispose of that surplus that comes into being there ? 

Mr. Harris. That is very intelligent question. 

Senator Tuyr. Not intelligent, ‘T just could not follow you. 

Mr. Harris. Maybe my testimony was unintelligent, but we will 
get together now. 

Senator Tuyr. Very well. You can store wheat for several years, 
many years, under proper supervision. 

Mr. Harris. Temperature rate et cetera. 

Senator Ture. We will not get into that. 
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Mr. Harris. You can store onions for the season. There is no point 
in storing them for another year when Texas onions come on in the 
spring, the northern-grown onions which have been harvested in Sep- 
tember and October, along through there, its day is done. It is 
dumped. 

We have testimony here from the warehouse people that will be 
given later that they dumped onions for 25 years. They have dumped 
other commodities. 

I think it would be a wonderful thing, frankly, if in the case of 
wheat and corn, in recent years, we had had a similar situation. We 
wouldn’t have these surpluses hanging over it. 

Senator Tuye. Let us stay with onions. What happens to the sur- 
plus onions! We are not concerned here about the economics of wheat 
or the corn, but I do want to know what happens to this onion that 
you do not sell, because the market, you say, has not increased its con- 
sumption, but the production has increased. 

The CuairMan. Approximately 35 percent. 

Senator Ture. Yes, sir. All I want to see is what happens to it. 
We will keep the other question for a later time. 

Mr. Harris. Here is the latest chart I have. I have all of it. 

Senator Tuyr. We have the same chart right here in the little one. 

Mr. Harnis. I want to make a full disclosure of the whole situation 
today. I hope this is the last hearing I ever have to attend. This is 
my fourth time to bat. 

This is the worst year we had. This is the year of greatest surplus. 
This is the year when Texas onions came in, in the middle of February. 

Senator Tye. That is 1957? 

Mr. Harris. No, sir. It is 1956. 

Senator Toye. But you have got 1957 over on the right hand corner. 

Mr. Harris. It is like a fiscal year, 1956 production year. 

Senator Ture. Very well. 

Mr. Harris. When these onions broke in price, they broke, as you 

can see, after the middle of February. They were well above $1 in the 
saiidie of February. They broke at the tail-end of the crop. As the 
other witnesses told you correctly, onions are consumed every month. 
At the tail-end like this year they were very high priced. I do not 
see why the farmers were screaming that in the years of very low prices 
at seasons end it wiped them up because they had sold earlier. 
When there were low prices at seasons end prior to this year the 
onions were in the hands of the most speculative element in the trade— 
big dealers and professional speculators. 

Many onions were dumped. 

The Cuamman. The onions that were dumped, were they actually 
lost ? 

Mr. Harris. They were in warehouses, and most of them were in the 
hands of men who were speculators and not onion growers. 

The Cuatrman. Did they buy them, or did they have paper cars, as 
you said here before ? 

Mr. Harris. They were actual onions. You cannot dump paper. 
Some of the actual onions went for nothing. They paid to have them 
dumped. 

The CHarrman. As I recall there was some testimony that the 
farmers bought those onions. 
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Mr. Harris. Here is where the farmers sold their onions in harvest 
time, unless they were a speculator and kept them until after the 
middle of February. 

Senator Tuye. Mr. Harris, I am not in the onion business, nor am 
I a grower, but I do have some friends that are growers. 

Mr. Harris. I know you do. 

Senator Ture. I know that they have warehouses, good ware- 
houses, and that they make a practice of carrying those onions through 
the winter months and they grade and deliver throughout the winter 
months. That is how they take care of their regular steady help. 
They work in the w: arehouse and grade onions and bag them, and take 
them out and deliver them to the market when the market needs 
them. It is not all out of the hands of the grower, because I could 
name 3 or 4 men that I know personally whose operations I know. 
I know that they have their own warehouses and they move these 
onions throughout the winter months. 

Mr. Harris. I think Henry Peterson is a man that would be an ex- 
ample of that, and I will guarantee you that if you ask him he will 

tell you exactly what I have told you ‘today. You are a farmer your- 

self, and if you were growing onions and you saw the Texas crop 
coming on with no bad weather reports, as you had this year, I 
imagine what you would say, when this market began to break, “We 
better sell some more of the onions, because it looks like a bad windup 
this crop year. 

Senator Tuyr. That would be in the hands of the grower, then, 
would it not? 

Mr. Harris. No, sir. I cannot say what isn’t true. 

Senator Tuyr. You mean it is all out of the hands of the grower? 

The CHatrman. He didn’t say all. He said most of it. He said 
only a brave on who wishes to speculate would still have onions. 

Senator Ture. I am looking at your chart. 

Mr. Harrts. This is the case this year. 

Senator Ture. Of course, no one knew that you were going to get 
the rains and the very cold ‘weather, the very inclement weather that 
struck the South. No one knew that. 

Mr. Harrts. That is unpredictable, I agree. 

Senator Ture. Knowing that, we could have safeguarded our- 
selves asa Nation. That is true, but we didn’t know it. 

I was concerned about the fact if those growers had moved and dis- 
posed of all of their onions in September and October as your first 
chart here shows, and then it was breaking ever since the month of 
November, and continued to break all throughout the month of March, 
and I just wonder whether that situation was in the hands of the 
warehouseman / 

Mr. Harris. Primarily. 

The Cuairman. What about this year’s crop ? 

Mr. Harris. Primarily, the same thing. 

The Cuamman. In the hands of the-——— 

Mr. Harris. Nonfarmer. 

The Cuarrman. Nonfarmer ? 

Mr. Harris. In many cases, in most cases; in fact, they were com- 
plaining here last week, sir, if you will recall, that these high prices 
hadn’t helped them bec ‘ause the farmer had already sold his onions. 
You recall that in the testimony. 
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The Cuamman. Yes, I remember that; that is this year. 

Mr. Harris. I am sure it was the same pattern last year. 

The CHatrMan. Over 98 percent, as I remember. 

Mr. Harris. Had already gone. 

The Cuarrmran. Had already gone? 

Mr. Harrts. Yes. 

Senator Tuyr. Then the man who warehouses these onions, would 
he go out and hedge by buying? 

Mr. Harrts. Selling. 

Senator Toye Selling? 

Mr. Harrts. If he is prudent he would. 

Senator Try. Selling so as to— 

Mr. Harris. Cancel his loss. 

Senator Tryr. And make deliveries on certain dates and so as to 
cover himself, having operated in the future markets ? 

Mr. Harris. Yes. 

Senator Tir. Very well, those are all the questions I have. 

Mr. Harris, Thank you very much. 

The CratrMan. Proceed. 

Mr. Harris. If the futures market is to take the blame for shar 
price declines since futures trading, which began in volume in 1946, 
what accounts for the greater—comparatively speaking—price de- 
clines during periods when there was no futures market in onions? 

The persons best qualified to pass judgment on this matter agree 
that the end of futures trading will not stabilize onion_prices. 

Let me call your attention to the testimony of Rodger R. Kauff- 
man, head of the Commodity Exchange Authority, which administers 
commodity exchange legislation. Testifying on August 12, 1957, be- 
fore a subcommittee of this committee, he said : 

Long-term studies of onion prices show that the price variability of cash onions 
has not changed materially since the advent of futures trading. * * * 

As for the overall price trend throughout a marketing season, however, it is 
difficult to support a conclusion that average prices received by farmers over 
the years have been materially affected by the futures market. 

On February 26, 1958, Representative Phil Weaver, of Nebraska, 
wrote Mr. Kauffman a letter in which he asked this question : 


Would the onion farmer be better off by the passage of H. R. 376? 
The answer to Congressman Weaver’s question was as follows: 


A review of the advantages and disadvantages involved in the elimination 
of futures trading in onions leads to the conclusion that the onion farmer 
would not be materially affected by the passage of H. R. 376. Erratic price 
swings existed in cash onions long before futures trading became of importance, 


and the abolition of such trading could not be expected to eliminate these wide 
fluctuations. 


While legislation to place trang: in onions. under CEA super- 


vision was before the Congress, the 


Inder Secretary of Agriculture 
stated in his report on the measure : 


In view of the perishable nature of the commodity and its susceptibility to 
wide price fluctuations, both before and since the advent of futures trading in 
onions, regulation of such trading before the Commodity Exchange Act could 
not reasonably be expected to prevent the wide seasonal price swings traditional 
in the marketing of onions. 
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And in February of this year, testifying before a House Appro- 
priations Subcommittee, Mr. Kauffman said in response to a question 
about the attitude of the Department with regard to this legislation : 

The Department’s position has been neutral. It recognizes that there is just 
no way of avoiding the wide price fluctuations that have been historic in the 
marketing of onions. 

A study of onion prices in the 1921-55 period was conducted by 
the Division of Agricultural Economics, Agricultural Marketing 
Service, the United States Department of Agriculture. This analy- 
sis was presented at the House subcommittee hearing on onion futures 
trading in 1957 and, I am sorry to say, comparatively little attention 
seems to have been paid to it. William Simmons, a well-qualified 
analytical statistician, presented the study. The gist of it is con- 
tained in this statement. J want to read this carefully and slowly: 

Price variability is best measured in short time periods, such as month to 
month, or if feasible, on a week to week basis. Of price variability data herein 
measured, the month to month changes in cash price of onions in the 1930-40 
period and 1947-55 period are probably the most valuable. This analysis 
showed that a significantly greater average month to month variation occurred 
in the 1930—40 period than in the 1947-55 period. 

Obviously, he left out the war years when all prices were under 
artificial control. 

As you may know, futures trading in onions began on the Chicago 
Mercantile Exchange in 1942 but due to the war and its aftermath, 
trading did not begin in volume until about 1946. Thus the com- 
parisons include the 1930-40 period, a period without futures trading 
and the 1947-55 period, a period of futures trading. 

In his explanation of the study and in answer to questions, Mr. Sim- 
mons left little doubt that the study warrants the conclusion that 
futures trading in onions has contributed to market stability. It 
is difficult to conclude that, on a month-to-month basis, onion futures 
trading has helped stabilize market prices but on a short-term basis 
has accentuated or emphasized price changes. Here is a contradic- 
tion which remains to be reconciled. 

I want to refer tothe chartsagain. Ifa man does hedge his onions— 
I know there are some that don’t—if I had a grocery store on your 
corner, you might never come in but you would have a right to. Even 
if he did, even in this disastrous year, look what a wonderful pro- 
tection it would have been for him. If in this period, Senator Thye, 
at the harvest time, if he had sold the futures, and you understand 
this, and had kept his cash onions in his warehouse, as I think you 
will find Mr. Peterson did, and later in the season, he merchandized 
the cash onions month to month, you realize that he would have been 
collecting his insurance on that hedge. 

The Cuatrman. What if the reverse happened ? 
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Mr. Harris. The reverse of it, if he hadn’t kept the onions he lost 
money. Because if you bought a warehouse full of coconuts—— 

Senator Turse. Suppose that he was trying to hedge and found that 
the market went up, then is he the beneficiary because he just delivers 
his onions and enjoyed the increase in the price ? 

Mr. Harris. I wouldn’t say he was the beneficiary. I would say 
if I were an onion farmer and they cost me a dollar and a quarter 
to lay those down in Chicago, and saw a market of about $2, and you 
see it almost every year, as I shall show you, I might consider it 
prudence to sell at least part of that crop not necessarily all of it, 
at the $2 futures market. If I kept them and marketed them for $5 
later in the year I might kick myself, figuratively speaking, for having 
hedged them because if I had not hedged them I would have made a 
speculative profit. If I did hedge them, passed that to the specula- 
tor—— 

Senator Tuye. In other words, he has to deliver the amount that 
he hedged himself on, doesn’t he? Or in other words, he had con- 
tracted, he had obligated himself and even though the market went 
up it was the mercantile exchange that actually had the benefit? 

Mr. Harris. No, sir; the man on the other side of the contract. The 
mercantile does no buying or selling. We are the go-between. 

Senator Ture. The man on the other side? 

Mr. Harris. He made the money. 

Senator Tuyr. The man who was selling short ? 

Mr. Harris. No. The man who bought this contract. 

Senator Tuye. I just want the record complete. 

Mr. Harris. So do I. 

Senator Ture. So we get the entire picture in word form here for 
those who will read the record afterward. 

Mr. Harris. The speculator had bought it and made money. The 
onion farmer did not lose money, because he sold at $2 with which he 
was satisfied. When onions went up in price, he lost money on his 
hedge, but he made money on his cash article. 

Senator Toye. He made money on that which he still had in the 
warehouse ? 

Mr. Harris. Right. But that which he had, had hedged, was a loss. 

Senator Tuyr. That which he had hedged was in the possession of 
somebody else that had bought it? 

Mr. Harris. Not in their possession. They simply had a contract. 

Senator Ture. He had to deliver bags of onions at. what he sold it? 

Mr. Harris. Or buy back the contract. 

Senator Turr. Now the record is complete. 

Mr. Harrts. I want to demonstrate on these charts, if I may, the 
other. 

Senator Tuys. All right, do so. 
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(The charts referred to are as follows:) 


Daily Price Range 
eee 1954 ONION FUTURES 
Mercantile Exchange 

















— = ote 
~ JAN FEB MAR arn MAY JUN JUL 
L - 1954 





Daily Price Range 


NOVEMBER, 1955 ONION FUTURES 
on Chicago Mercantile Exchange ¢ PER 


50 LB. SACK 
] ~ 72.50 


A, Ha nM Ni i 


ae: 


+1175 








Decent eed a ee 
DEC. JAN. FEB. MAR. APR. MAY JUN. JUL. AUG. SEP 
1954 ae 





ONION FUTURES TRADING 


Daily Price Range 
NOVEMBER, 1956 ONION FUTURES 





FEB MAR APR) MAY. JUN JUL 
1956 


Daily Price Range 


SO LB SACK 


NOVEMBER, 1957 ONION FUTURES 
§ PER on Chicago Mercantile Exchange 


$ PER 
SO LB SACK 
aa ——___—_—_—__. pe 


te a re 
mT Pi dite, yeh hank nf 
ee Nota fe 
Mg pga 


ee! | 
DEC JAN FEB MAR APR MAY JUN JUL. AUG SEP OCT NOV 
a At —___$$<—acigey — i —__ — 


96223—58—pt. 2——_10 





ONION FUTURES TRADING 


Daily Price Range 
MARCH, 1954 ONION FUTURES 
on Chicago Mercantile Exchange 











Daily Price Range 
MARCH, ee ONION. FUTURES 




















ONION FUTURES TRADING 
Daily Price Range 
MARCH, 1956 ONION FUTURES 
on Chicago Mercantile Exchange 


f 
; si | \ yi ry ft ‘, 
! Ht a i! 











Daily Price Range 


MARCH, 1957 ONION FUTURES 
on Chicago Mercantile Exchange 





} } 
oo somppenien 


om fon ee 
ty Wes | My 


mantensl be " Ie vill we Eat t 














1 o@: zs 


SEP ocT 
Riedell 












ONION FUTURES TRADING 


Daily Price Range 
MARCH, 1958 ONION FUTURES 
a. =a Chicago Mercantile Exchange 









vuL  AUG-sSEP— OCT) NOV.Ss«EC.CsCANSssFEB MAR 
—_ — ante —— 1958 


Mr. Harris. Here is the 1956 crop year that went into 1957. I get 
confused, too, as to the fiscal years. You see the market above 1.20, 
1.70. It went as high as 2.25, January, February, and went out at 
$1.60—the same information is on your smaller charts. 

In March of 1955, somewhat similar pattern. 

In March of 1954, this was the year when the market went lower, 
but not as low as it did in the later chart. 

Here is November 1957. 

Senator Ture. What about the person that sold last year or hedged 
last year and then saw the market break and go up. 

Mr. Harris. You mean this last year? 

Senator Toye. Yes. 

Mr. Harris. If he stayed in the market, hedged to the bitter end, he 
either had to deliver or buy back his contract. He had price protection 
at all times. 

Senator Torr. Because you see the market shot up this year on ac- 
count of the inclement weather in the southern region. 

Mr. Harris. Yes. That just demonstrates once more that supply 
and demand is the master of all of us in these things. 

[Indicating chart.] Here is November 1956. The low price at har- 
vest time that year. 

This is the fortunate year of good prices all the way through No- 
vember 1955 ; November of 1954. 

If I may continue: 

In any event, there seems to be agreement among the persons who 
should know that killing the onion futures market would not increase 
onion prices, and would not prevent, on occasion, sharp price declines. 
Commonsense and logic argues otherwise. 
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The Cuatrman. I would like to ask one question before you proceed. 
Can you tell us what is the average amount of onions that is retained 
by the growers and not sold, which they themselves hold? 

Mr. Harris. I think that they gradually get rid of their onions on 
a month-to-month basis, because we pointed out consumption is 
quite uniform. But we have a number of excellent onion growers here 
to testify today, and they are not being royally entertained or overfed 
or anything of the sort. They will give you that information in great 
detail. I think it will be more authentic coming from them. I gave 
youmy opinion. I never knew onions. 

The Cuarrman. The thing that I could not understand is that, if as 
was stated, most of the onions are retained in the hands of the farmer 
for sale, how they could be hurt. I would like to know how they could 
be hurt unless they themselves speculate by holding them back. 

Mr. Harris. I don’t think a farmer can ever be hurt by the market; 
if he uses it right, he can be helped by it. It is as simple as that. 

The CuHairman. That is one point that I would like cleared. The 
growers who may testify today I hope will bear that in mind in their 
testimony. 

Proceed, sir. 

Mr. Harris. Thus, the foundation of the producer case against the 
futures market collapses. 

Also, the passage of the onion futures bill would be in conflict with 
the long-established policy of the Congress which, as I have stated, 
is to regulate and supervise the commodity exchanges and futures trad- 
ing and not to legislate them out of business. 

The policy toward the future exchanges have been to curb abuses 
through regulation and supervision and to preserve the useful func- 
tions of the exchanges. To repeat once again, trading in onion futures 
went under the supervision of the CEA as late as September 1955— 
only 2% year's ago. 

I think the CEA will be among the very first to admit that insuffi- 
cient time has elapsed to test the effects of Government supervision 
and regulation, to say nothing of the changes which the Chicago Mer- 
cantile Exchange has made in an attempt to improve the operation of 
the futures market. 

Even so, with the exception of the one instance, I see nothing wrong 
with the onions market since it went under the CEA. Later on, the 
chairman will detail the changes we have made, to improve our con- 
tract, as I think we must do always in any contract or any market or 
any market or any phase of life. 

One has only to look at the USDA’s record of onion prices prior to 
futures trading to see immediately that some of the fluctuations in 
those previous years were as great, if not greater, than the fluctuations 
which have occurred since. 

For example, the average price of 100 pounds of onions in January 
1929, was $3.50; in July it had dropped to $1.80 and in November to 
$1.10. 

We trade in 50-pound bags. That is where we get confused. In the 
field the farmer typically sells by the hundred. So it is just a question 
of defining the terms. I am here talking about hundred pound bags. 

In March 1932, the average price per 100 pounds of onions was 
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$4.70; in April it was $4.10 but it dropped to $1 in May and by No- 
vember 1932, was down to 40 cents. 

The April 1935 price of onions averaged $3.30 per hundredweight; 
by August 1935, the price had dropped to 94 cents. 

They get low prices then at harvest. They had no place to hedge. 

The Cuarrman. What year was that? 

Mr. Harris. In April of 1935. At the windup of the previous year’s 
deal it was $6.30. When the farmers sold them in August they were 84 
cents. They may have been a little higher in September as the mar- 
keting season started. 

In May 1940, the price per hundredweight averaged $3.40; by Sep- 
tember 1940, it was as low as 98 cents. 

The Cuatrman. Prior to 1935 when onions were put under CEA, 
how much trading was there done on the Chicago Mercantile Ex- 
change in onions? 

Mr. Harris. None. 

The CuarrmMan. None at all? 

Mr. Harris. I beg your pardon. Not before it went under CEA. 
A large volume of trading was done from 1947 to 1955. There was 
very little before 1947. 

The CHatrman. How would it differ then? If this committee 
should decide to comply with the wishes of the growers, you could 
keep on doing business, couldn’t you ? 

Mr. Harris. I think so, but some people do not. I want to clarify 
that for you, Senator, if I can, if 1 am able. At least, I will raise 
this question. I think that the people who wrote this bill originally 
threw it in with no thought that it would ever get out of the House 
Agricultural Committee. It was thrown in as a punishment, so to 
speak, to alarm us and to annoy us and the like. The bill as written, 
in my opinion, is not a good bill. It is like an insurance policy, it 
says at the top you are insured and in the fine print at the bottom is 
says not. It says you can only trade on the exchange and now this law 
comes along and says you can’t. 

I have never seen anything like it. I don’t think any attorney did. 

The CHarrmMan. As you may recall, last Friday I called attention 
to the fact that there were no penalties provided for in the bill, and ° 
none applicable in the act—and that letter that I put into the record 
this morning indicates that. So that if that be true, the passage of the 
bill would not be as effective as the proponents of it hope it will be. 

Mr. Harris. That is my opinion, sir. 

The CuHarrman. That is the opinion of the Department of Agri- 
culture. 

Mr. Harris. It is my opinion that if you did away—if it were possi- 
ble to do away with the futures trading that you would hurt the onion 
farmer. I don’t see how the present market can hurt anyone. It can 
help them if they wish to use it. If they don’t wish to use it they can 
go to the old system and use that. 

The Cuarrman. You are president of the Chicago Mercantile Ex- 
change. Losses would be sustained by the exchange if this act were 
passed ? 

Mr. Harris. We support our exchange, sir—it is a membership 
organization—so we have a paid staff of which I am one. Our mem- 
bers pay nominal dues, but in addition to that we charge a clearing 
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fee which runs up to $2, like a bank might charge a nickel to clear a 
check. 

The CuHarrman. Have you an idea how much that income is per 
year ¢ 

Mr. Harris. On onions and everything? 

The Cuatrman. On onions, I mean. 

Mr. Harris. I will be glad to give you an exact amount on that. 

The Cuairman. I wish you would, to show how much the exchange 
would be affected by this. 

Mr. Harris. Our total income is roughly half a million dollars. I 
think about 15 or 20 percent of the business is onions. So maybe we 
would lose about $100,000 there. I don’t want to skip over anything 
that may be against us. There are a great deal of other revenues in- 
volved to our members. They get commissions on the trades. They 
get $20 a car from their customers, who may be dentists, as dentists 
may get bored with pulling teeth and may want to take a flier in 
the market, and if he does it costs him $20. 

A dealer may want to hedge. If he is a nonmember it costs him 
$20. If a member it costs $10. That is common to all members. 

We think we earn it. We think this, we think that the 5 or 6 percent 
charge for real estate dealers is earned by them. I sold 2 or 3 houses. 
I sold one for myself and some through brokers. 

The CHarrMan. I am not questioning that. I simply wanted to 
indicate your interest in the bill. 

Mr. Harris. We want to keep our business. 

The Cuatrman. Yes; that is right. So you will give us any other 
fact, any other details you want to put in there, or are you satisfied to 
rest on that ¢ 

Mr. Harris. I will rest, but if you want to have the accountants 
give the figures 

The Cuatrman. I do not care for that. 

Senator Munpr. I would like to inquire, does the Department of 
Agriculture approve or disapprove this bill, or just passive / 

The Carman. The Department states in one sentence that the 
passage of this bill will not improve conditions at all. I will read it 
to you. I want to give it to you exact. You have it there before you. 
The last paragraph, the last full paragraph indicates it. 

The last sentence of the long paragraph: 





Should 8S. 1514— 
which is the same as the House bill— 


receive approval of the Congress, however, we are of the opinion that its enact- 
ment would not significantly affect the marketing or distribution of onions. 

Senator Munpr. That being true, Mr. Harris saying it would not 
increase the onion market, what is the motivation? Most bills are de- 
signed to increase farm prices. We hope they are. It says here it 
would not increase the onion prices. The Department of Agriculture 
implies that. I am just curious to know what is pushing the bill 
forward ¢ 

Mr. Harris. I tried to answer that earlier. 

Senator Munpr. But you might summarize it by giving us the in- 
formation. 

Mr. Harris. Every time prices fall people are unhappy. If my 
wages are cut I will be very unhappy. 
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Senator Munpr. You do not produce them. 

Mr. Harris. Prices are not low at the moment, sir. The impetus to 
this drive came when onions were low priced a couple of years ago. 
When we have lower prices or lower salaries we look for somebody to 
blame. The market does not make the price. 

I don’t blame farmers for being unhappy when they have low prices, 
and if I were still on a farm, I would blame somebody for them. 

When I was a youngster on the farm and I went to town and sold 
a veal calf and bought some overalls, I thought I got cheated. I 
didn’t realize that the marketing system contributed something, that 
the man who bought the calf had to compete with others, I could not 
take my calf to St. Louis from southern Illinois. 

I didn’t realize that the man who sold the overalls was competing. 
I thought I was cheated twice. There is still a little of that in the 
American farmer, and maybe it is the fault of business. 

Senator Munpr. At the moment, they are doing all right, but they 
have had a run of bad prices. 

Mr. Harris. They had 2 or 3 bad years, particularly when Texas 
onions came on early right on top of their crop. 

Senator Munpr. Is there anything about the operation of onion 
futures market which is akin to the operation of the wheat market, 
which tends to make it less likely when the new crop comes in, to lower 
the price? 

Mr. Harris. As a matter of fact, the futures market tends to hold 
up in every commodity the price at harvest time, and smooth out 
the fluctuations; they not only smooth out the fluctuations throughout 
the year—and the United States Department of Agriculture econo- 
mists say that about the onion market—but they, also, close the 
spread. Goodness knows the spread, the marketing spread, is too 
much in everything. We all know that. A part of it is the house- 
wife’s fault. But it is still too much. There are too many onions, 
but the futures market helps hold the marketing cost down, sir. 

Senator Ture. Is there any built-in service on that onion? 

Mr. Harris. Yes, there is. 

The CHarrman. Any what? 

Senator Ture. He referred to “built-in” service. I wanted to 
know if there was any “built-in” service in that onion. It is exactly 
as it was marketed 25 years ago, except that they do not put it in 
that kind of a bag then. They topped them and they dried them, 
and they washed them. 

Mr. Harris. They sort them very carefully. 

Senator Torr. That was the way that the onion was grown 40 
years ago. And so I wondered what is the “built-in” service on 
that onion today that was not there 40 years ago. 

Mr. Harris. These come from our good friend Mr. Baldwin; they 
are good onions. One is a better grade than the other. The witness 
will show the difference why one is better than the other. But there 
is a lot of “built-in” service this way. When it actually gets in 
the housewife’s hands, often in the plastic bags, 3-pound, 5-pound, 
and 10-pound, and the growers are working I think constructively 
now not to market the smaller onions, the culls, and that sort of 
thing. That makes for a little higher price to the housewife, but 
that is the way she wants it. 
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Senator Munpr. That was the question I wanted to find out the 
answer to. 

Mr. Harris. Many similar examples could be given. 

The prices given above are on a month-to-month basis and prices 
are not available for those periods on a weekly or day-to-day basis. 

In the absence of a future market, what caused the price changes 
which I have quoted? Was someone manipulating the cash market ? 
Or do we simply have in onions a commodity very sensitive to supply 
and demand conditions? Should not the producers of onions and 
the onion industry, generally, get rid of the obsession about the futures 
market and cooperate to see whether something can be done to in- 
crease the consumption of onions, or if there is any way of preventing 
the consistent overproduction which has more depressed onion prices 
during recent years? 

The National Onion Association is a strong organization. You 
might say “Why haven’t you cooperated with them! Why have you 
been arbitrary?” Westand ready to cooperate with them and we have 
before, but unfortunately when we have approached them they have 
said we have used this issue to build our organization. 

I don’t blame them for that. But now they have their organization 
built. They are 90 percent strong. I think that if they would go into 
a program of trying to increase the consumption of onions that we 
would make a financial contribution to it, on any constructive pro- 
gram that they would come up with, and we would like to make peace 
with this group, because we Non’t want to operate a market with the 
producers organized against us. We don’t want to do that. 

Senator Munpr. You may have put it in the record while I was 
not here, but the figures on page 7, certainly, show a very vigorous 
fluctuation of the market prices prior to the time the market was 
established. Have you any comparable or associated figures to show 
that not only it didn’t get worse but not better ? 

Mr. Harris. I have the charts which are before you in smaller 
miniature form, and also, I quoted from the Agricultural Marketing 
Service of the United States Department of Agriculture of an ob- 
jective study made. 

Senator Munpr. Will you tell me what do they show ? 

Mr. Harris. They show less price fluctuations than before. 

Senator Munpr. Less? 

Mr. Harris. Yes, sir. 

I might comment also that little study has been given the situa- 
tion in which the average onion grower might find himself with the 
abolition of futures trading. Quite a few producers use the market 
to hedge and protect themselves against the hazards of growing an 
expensive crop. 

Senator Tuyr. What would it cost a grower who grows five carloads 
of onions to be a member and to make use of the futures operation? 

Mr. Harris. Well, he does not have to be a member to make use 
of it. He would be foolish to do so with five cars. We have a number 
that are members. 

Senator Tuyr. Supposing that 

Mr. Harris. I will tell you in each case. 

Senator Tuyr. Let me get the thought through. Suppose he was 
growing five cars of onions, and he did want to belong, so that he 
could avail himself of it, what would it cost him ? 
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Mr. Harris. It would be foolish for a man with five cars to join 
the exchange. 

The Cuarrman. Answer the question. Forget about the foolish 
part. Answer the question. 

Senator Ture. I just want to be this foolish fellow now for a 
minute. What would it cost me? 

Mr. Harris. If he were a member, to buy membership would cost 
him $4,000, and I want to point out 

Senator Toye. Wait a minute. Four thousand dollars to be a mem- 
ber of the mercantile exchange ? 

Mr. Harris. That is right. 

Senator Ture. To operate, to buy futures? 

Mr. Harris. If he wanted to buy 50 shares on the New York ex- 
change, it would cost him $50,000. 

Senator Ture. Do not get me confused here. Just keep one thought 
before me. I just want to be able to buy and sell on the mercantile 
exchange. 

Mr. Harris. Just five cars ? 

Senator Ture. Five cars, that is all that I grow. So I am Mr. 
Peanut down here. What would it cost me? 

Mr. Harris. Too much. It would not be prudent. 

Senator Ture. It would cost me $4,000? 

The Cuatrman. Four thousand ? 

Mr. Harris. At the moment, it might be more or less. It would be 
too much. 

Senator Tuyr. Why would it cost me so much to be able to operate 
on that market ? 

Mr. Harris. Do you want an honest, objective answer, sir? 

Senator Tuyr. I am just trying to be informed. 

Mr. Harris. Again I told you I can’t deny the fact, the facts are 
these, that a man who is only going to trade a hundred shares of stock 
would never buy a chair—a man with five cars of onions would be 
very foolish, and it would be beyond comprehension to do so. 

Senator Ture. I am this little fellow—I can’t afford to be a member ? 

Mr. Harris. Absolutely 

Senator Torr. How doI go about protecting myself ? 

Mr. Harris. It is very easy. 

Senator Ture. All right. 

Mr. Harris. You do it by paying a nonmember commission, which 
is $20, instead of the $10 that you would pay, if you were a member. 
You would only save $50 by being a member, and you would not 
spend $4,000 to gain $50. 

Senator Ture. $20 a car, it would cost me, if I was not a member. 
And then supposing that I had the five cars, that would be $100? 

Mr. Harris. You would, also, need $300 to carry the margins. 

Senator Toye. I never have been a speculator. I have never been 
in it. 

Mr. Harris. Most speculators lose money. 

Senator Ture. That is why I am asking. It will cost me $20 a car. 
For those 5 cars I would have to spend $100. 

Mr. Harris. And deposit $1,500. 

Senator Ture. And I would have to deposit $1,500. My banker 
says, “That is more money than you may get out of those five carloads 
of onions.” 
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So, therefore, | would be foreclosed from ever getting into the busi- 
ness. 

Mr. Harris. That is not true. 

Senator Tuye. All right. But it is $1,500, which is an awful lot 
of money. 

Mr. Harris. It is. 

Senator Ture. And, therefore, the banker says, “You must not do 
this because here is $20 a car and $1,500 deposit.” 

Mr. Harris. Banks do loan money. 

Senator Tuy. Supposing the banker told me not to do it? I am 
under an obligation to the banker. Then what will Ido? I want to 
hedge. 

Mr. Harris. You can do it, sir. 

Senator Ture. I want to hedge. Then what doI do? I have come 
to the two gates. I have got the $20 down here, but the banker says, 
“You cannot do it. I won't let you have the money, and you have no 
credit.” Where do I go now? 

Mr. Harris. That is where we come to the situation which was in 
my opinion most grossly misrepresented here the other day when our 
opponents talked’about this. 

Senator Tuyr. You just keep yourself right on the facts here. 

Mr. Harris. Allright. Let me do that. 

Senator Tuyr. Tell me how I make use of the mechanics you have 
down in Chicago. The banker says I can’t have the $1,500. I want to 
get in here. 

Mr. Harris. You would goto any of a number of brokers who would 
be competing for your business, they would finance the hedge. They 
would do it inthis way. You would not put up the $300. They would 
charge you, normally, instead of the $20 they would charge you $60. 
If the market went up they would put up additional margins to protect 
you. 

You make a contract. with them and I do not know of those con- 
tracts having been broken, that you would deliver onions to them at 
a certain time. If the market went higher or if it was more prudent 
to lift the hedge you would do that later. So, in effect, the commis- 
sion being $20 plus $2 clearance fees, it would cost them $22 to hedge 
if they had the $1,500. Not having it, it costs them $60 a car; 22 
from 60, sir, is $38, times 5 is $190 for the 5 cars and that isn’t interest 
at all. They don’t charge interest at all. It is not an interest charge. 
They charge this as a fee to cover the risk and to cover all of the 
exigencies of taking this responsibility for this man’s hedge. 

Senator Tre. This m: ay not be an intelligent question, but suppos- 
ing, then, there were a hundred growers with small operators who 
could not possibly afford to be a member. 

They are all doing this sort of an operation with one who is a mem- 
ber and, therefore, has the right to operate. Is there any way that this 
broker could manipulate the market so as to effect a great advantage 
for him because of his having these numbers obligated to him, if they 
had consigned their cars to him? I am trying to get to the root of 
what they have told me is the evil about that operation. How could 
he manipulate it to his advantage ? 

Mr. Harris. Today we have stringent limits on the speculative posi- 
tion which would kill that possibility, in my opinion. Several years 
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ago a man could bring in onions and put them on the track under the 
old rules and it may have had a tendency to depress prices. It was 
claimed that it did. So, to try to cooperate with everybody in this 
thing, particularly the Government agencies that have checked into it, 
we have put very stringent limits on which will be explained to you 
in later testimony, and you could not get enough onion futures today 
to pay you to do that. 

Opa will tell you of one instance of manipulation, that was almost 
2 yearsago. That isa pretty good record. We may have a good rec- 
ord for a longer time to have everybody’s approval, but I think we 
will. Two years do not make a lifetime. But that is our record. 

Senator Munpr. When were the new regulations put in? 

Mr. Harris. They have been changed every year. As recently as 
a few weeks ago, prior to March 3, when we opened trading for the 
fiscal year which starts then. 

May I continue ¢ 

The CuatrMan. Proceed. 

Mr. Harris. This protection would be denied them. Furthermore, 
the prices and other information now afforded by the market would 
no longer be available. This could be to the detriment of producers 
who might be misled on the value of their product. So far as I know, 
little attention has been given to what will happen to the average 
producer in the absence of futures trading. 

During this controversy, statements have been made that the end 
of futures trading would be to the advantage of the well-financed 
growers and dealers, who would be better informed on prices and 
other data than the smaller growers. At present, many small pro- 
ducers are able to get: financing because they are able to protect their 
operations by hedging. They might still get financing without the 
onion market but they also might have to pay heavily for the privilege. 

Thus far in 1958, onion prices have been higher than usual as shown 
by our charts. One has only to look at weather conditions in the 
southern area where onions are grown to find the answer. The weather 
has been unusually cold and rainy and the market has responded ac- 
cordingly. 

As you know, the House of Representatives approved H. R. 376, 
a bill to abolish futures trading in onions on March 13. I certainly 
do not intend to criticize the House but I think the committee may 
be interested in the events which preceded House action. 

In 1956, a House Agriculture Subcommittee held hearings on bills 
to abolish futures trading in both onions and potatoes. The subcom- 
mittee did not report either a potato or onion bill but did criticize 
futures trading in both onions and potatoes and urged changes to 
improve the operations of both markets. 

We took the recommendations of the committee very seriously and 
made a series of changes suggested by the producers and others. Mr. 
Sturm, chairman of the board of the Chicago Mercantile Exchange, 
will tell you about the changes later and what they were intended to 
accomplish. 

Quite naturally, everyone concerned kept a close eye on the onion 
market after it opened for the 1956-57 season. Prices changed very 
little until after mid-January, when they began to rise. They 
reached a high of $2.20 per 50-pound sack on February 4, 1957. Then 
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a decline began and March futures reached a low of 85 cents on March 
6, 1957. Soon afterward the market rose again and prices remained 
fairly stable for the remainder of the season. 

Curiously enough, the original price rise seems to have been touched 
off by a bullish report on onion consumption issued by the National 
Onion Association. Nevertheless, this did not prevent the association 
from being in the forefront of the renewed effort to kill the onion 
futures market. 

The CEA studied the price fluctuations which revived the attack 
on the onion futures market. The report was issued on April 10, 
1957. Insubstance, it cleared the exchange of any blame in connection 
with January-February price changes in onions. 

In the meantime, hearings were scheduled before another House 
Agriculture Subcommittee on new bills introduced to do away with 
the onion futures market. 

We faced the new hearings with a good deal of confidence. We 
had changed our regulations i in line with the subcommittee’s advice 
in 1956; we had carried out almost ev ery suggestion made to us for 
rules changes, save the one that we go out of business. And the 
CEA, after a thorough inquiry, had said that abuses on the market 
were not connected with the price changes in early 1957. 

We were then somewhat bewildered when a House Agriculture 
Subcommittee in 1957 reported out H. R. 376 late in the session and 
we were still further confused when the full committee approved 
the bill. 

Had new and weighty evidence been introduced against us? No. 
As I said, we took the recommendation of the committee very seriously 
and made some very significant changes in our rules in an effort to 
improve the operations of futures trading. 

There has not yet been time to test the effects of these changes or 
of CEA supervision. Now, the House, itself, has approved H. R. 376. 
I am not criticizing House action nor the action of the committee. 
We can only present our case before this committee and hope for the 
best. Yet, as I have said, it is with some bewilderment and a feeling 
of martyrdom that we find ourselves before you with a rope around 
our necks. 

We have been told that the majority of onion growers are against 
us. I do not question that statement. I have done a little research 
into the matter and find that the evidence indicates that the majority 
of the growers involved were against the other futures markets during 
the campaigns waged against them in the past. 

The average produc er is not too well informed on the operation 
and function of the futures markets. When someone tells them that 
speculation on an exchange is responsible for their prices, they are 
inclined to believe the charges. 

If Congress had listened only to the producers during campaigns 
of the past against the futures markets, all of them would be out of 
business today. But Congress decided, and wisely, to correct any 
abuses attendant upon futures trading but to keep ‘the benefits. 

The role of ayornenien in a futures market is poorly understood. 
The speculator buys or sells a commodity for one purpose only—to 
make a profit, to try to make a profit. The majority of them fail. 

_ This is the dominant purpose behind almost every business activity 
in the United States and the free world. Every business risk 
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involves speculation; without speculation a futures market does not 
fulfill its primary purpose of giving price insurance to growers and 
others who wish, through hedging to protect themselves against the 
hazards of the price changes in the market. 

Statements have been made that onions are not adapted to futures 
trading because of perishability. In the first place, onions are semi- 
perishable. They can be and are carried in storage for several months. 
Second, almost every agricultural commodity traded in on a futures 
exchange is perishable to a greater or less degree. 

And finally, the onion market carries out the primary functions 
of a futures exchange. It furnishes price data and other essential 
information which helps in arriving at prices and price decisions and 
it gives insurance to those who wish to lessen the risk attendant upon 
price changes in the market. 

Other witnesses here will go into the matter of perishability and 
related subjects in more detail. Suffice it to say that the onion fu- 
tures market is a going concern and is working very well under CEA 
and exchange regulation. And if perishability is the criterion for a 
futures market, I have only to say that some years ago I tried to 
establish at the Chicago Mercantile Exchange a futures market in 
scrap iron, about the least perishable commodity I can think of off- 
hand. The attempt failed. 

There simply was not the volume of trading necessary to sustain 
the market. Or if perishability is the sole criterion for futures trad- 
ing, how does one explain the satisfactory operation of futures trading 
in seafood products on exchanges in Hakodate, Japan, and Otaru, 
Japan: of pepper futures trading in Amsterdam and Rotterdam, 
Netherlands: of red beans and string beans trading in 5 Japanese 
exchanges; of cocoa in London, Amsterdam, Portugal, and New York: 
in cocoons at 2 Japanese exchanges; of copra in Amsterdam; and 
so on. 

A market in Argentine hides is being opened soon in Holland. An 
onion futures market could be opened in Canada, Mexico or elsewhere. 
I know of no free country this side of the Iron Curtain that has 
ever prohibited futures contracts in any commodity. We trade in 
many imported commodities—coffee, sugar, cocoa, pepper, rubber, 
tin, and others. 

The statement has been made that hedging is not significant in onion 
futures trading. I do not know what “significant” means in this 
particular instance. I do know that in 1957 many producers of onions 
used the Chicago Mercantile Exchange to hedge their production. 
Several are here to testify. The preceding years follow this pattern 
closely. There is ample testimony from previous hearings in the rec- 
ord that many producers feel they could not afford the risks attendant 
on growing this crop were it not for the protection furnished by 
hedging. Additional testimony to this effect will be placed in the 
record at this hearing. 

I have never heard one good reason advanced for taking away the 
protection of the market from the farmers and others who use it to 
shield themselves against price and production hazards. 

Instead of trying to destroy the market, would it not be better to 
educate the producers on the protection it can and will furnish them if 
they use it correctly. We will continue our efforts along this line. 
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Let me sum up briefly the salient points I have tried to make today : 
1. The onion futures market is not responsible for low snion prices. 
2. The Congress has established the policy of regulating and super- 
vising futures trading in agricultural commodities. There is no rea- 
son for any departure from this principle in the case of onion futures 
market. 

3. The abolition, by legislation, of the futures market in onions 
would destroy a free market, and would establish a precedent detri- 
mental to free markets everywhere. 

4. The onion futures market renders valuable services, through hedg- 
ing, price determination and price information to producers and the 
entire onion industry. No valid reasons have been given for the 
destruction of these services. 

Thank you. 

The Cuarrman. Mr. Harris, I would like to ask you one question. 

During the hearings last week we heard the term “cornered the mar- 
ket” in onions. Now, would there be more probability of cornering 
the market in onions under the present system or as it was prior to 
1955. 

Mr. Harris. I think prior to 1955, for a number of reasons. One is 
this. The CEA has jurisdiction over the cash markets in those com- 
modities that are under it as to futures. In other words, if a man is 
trying to manipulate the grain market, and 20 or 30 years ago Armour 
and those fellows manipulated it up and down—if he is trying to do 
that, he has to go out in the country and get control of the cash. And 
they did it then, and that would be the way to do it now. 

If you did away with futures trading, in my opinion the Commod- 
ity Exchange Authority would have no more authority over the cash 
onion market or no more interest in it than they do presently over the 
cash cabbage market or the cash asparagus market or the cash scrap- 
iron market. 

And I think a few fellows by a few phone calls could fix the deal 
pretty well. It has been done in the past, before futures trading. It 
is in the record. 

The CHarrman. Well, under the present setup, how much onions 
could a trader control without having the onions in hand ¢ 

Mr. Harris. You mean the contracts ¢ 

The CuarrMan. Paper ones—that is what I mean. 

Mr. Harris. Well, I don’t like the word, but we will use it, since 
it has become vernacular here. He cannot have over—I would like 
to stand corrected by one of my assistants. He cannot get over 200 
‘ars total, or in the latter months, like February and March, when the 
crop is running short, he cannot have over 100 cars, sir. And that 
is very few onions. 

The CHarrMan. 100 cars. 

Mr. Harris. 100 cars in March. 

The CHarrman. And during the season, a maximum of 200 cars, is 
that it? 

Mr. Harris. I believe that is correct, but I am not sure of it. I want 
to correct that, and I will, for the record. I will give it to the next 
witness, if I can. 

The CuarrmMan. Well, you will have an opportunity to correct your 
own record, Mr. Harris. 

Mr. Harris. And in February and March is it 100 cars? 
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The CuHarrman. Now, must a person or a firm bea member of the 
Chicago Mercantile Exchange in order to be able to hedge. 

Mr. Harris. No, sir. He no more needs to be than you need to be 
a member of the stock exchange to trade in securities. 

The CHarrMan. But he pays that fee that you mentioned. 

Mr. Harris. Just like selling real estate. 

Mr. Chairman, may I read one comment I could not find earlier into 
the record. 

This is from the latest CEA report. They have made repeated 
reports, because of pressures on them: 

As observed with respect to previous surveys, the overall composition of 
the onion futures market on October 31, 1957, was predominantly speculative, 
notwithstanding the fact that traders classified as hedgers held the bulk of the 
short side, for if speculators’ long positions are added to their short positions, 
the aggregate is 63.4 percent of the total positions in the market, with only 36.6 
percent classified as hedging. This distribution of open contracts between 


speculators and hedgers in onions does not materially, however, differ from that 
observed in other commodities. 


Then it goes on, the last sentence : 


The corresponding proportions in the onion survey 1 year earlier were 61 
percent and 39 percent. 

That is a little less. 

But these people would have you believe that no one ever used 
this for hedging. And the latest CEA report, October 1957, says 
that, “A year ago it was 39 percent hedging, 61 percent speculative,” 
and this year, 36.6 versus 63.4. 

I thank you very much. 

Senator Tuyr. Just one question of Mr. Harris, Mr. Chairman. 

Suppose I were a merchant, that I probably would handle 100 car- 
loads of onions in a given year. I could make use of this market to 
come in here and protect myself against an anticipated rise in the 
market. 

Mr. Harris. By buying in advance. 

Senator Ture. By buying in advance, for specific dates of delivery. 

Mr. Harris. Yes, sir. 

Senator Ture. If I were doing that, I would materially help the 
man that had a warehouse of onions, whether he was a small grower 
or a big grower, because it would reflect what the future need would be. 

Mr. Harris. That is right. And even a short interest, sir, creates 
buyers, because if a man sells short, he either has to deliver or buy 
back. There are about 1 percent deliveries—and in a perfect market, 
you would not have any deliveries. But there is nothing perfect, so 
you have to have some. But the vast majority of the short sellers sup- 
port the market later when they buy back their contracts. 

The Cuarrman. All right—thank you. 

Our next witness is Mr. Mehl. Will you identify yourself for 
the record, Mr. Mehl ? 


STATEMENT OF JOSEPH M. MEHL, REPRESENTING THE CHICAGO 
MERCANTILE EXCHANGE 


Mr. Menu. Mr. Chairman and committee members, my name is 
Joseph M. Mehl. I live at 1512 Underwood Street NW., in Wash- 
ington. I retired as Administrator of the Commodity Exchange 
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Authority at the end of 1954, having served as such since 1940. Dur- 
ing the 30-year period between 1924 and 1954 I was employed con- 
tinuously either in the Commodity Exchange Authority or a predeces- 
sor agency. Since retirement I Soa been engaged at various times 
by various exchanges and member firms as a consultant. 

I appear in behalf of the Chicago Mercantile Exchange in oppo- 
sition to the pending bills to prohibit trade in onions for future 
delivery. As you might expect, I have over the years acquired cer- 
tain personal convictions regarding the economic value of organized 
and orderly speculation in agricultural commodities. One such con- 
viction is that constructive and orderly speculation is possible only 
through the medium of trade in contracts for future delivery. 

Speculation in commodity futures, openly and under reasonable 
Government regulation, is much to be preferred over speculation by 
large operators in actual and currently available supplies. We may 
be sure there will be speculation in commodities, including onions, 
as long as there remains any semblance of free competitive markets 
in the United States. 

You might ask why it is better to have speculation center in the 
futures markets rather than in existing supplies of the physical com- 
modity. A brief and general answer is that a large operator, or 
operators, might be able to manipulate and corner the currently avail- 
able supply of a commodity at a given time and place. But no one 
can corner the minds and opinions of men concerning present and 
future values; not while these opinions are being expressed in terms 
of buying and selling orders poured into a central market and auction 
place and coming from every segment of the trade as well as from 
persons having a speculative or investment interest in price. 

It is rather difficult to manipulate the price of futures unless the 
manipulator also has some control over the deliverable supplies. 
This applies to futures markets generally, of course. I am aware that 
the committee’s immediate interest lies in determining whether specu- 
lation and trade in onion futures serves the same economic purpose as 
futures trading in other commodities. 

I wish to center my remarks mainly on two questions the answers 
to which I believe may be decisive. 

1. Are onions a perishable commodity in a sense which makes 
them not adaptable to trade for future delivery ? 

2. If veeisiabile in such sense, is trading in onions for future 
delivery harmful to producers ¢ 

The proponents of prohibitory legislation apparently accept the 
view that Rithres trading in commodities such as grains and cotton 
is not harmful to producers. But they say onions are different; that 
onions are a perishable commodity and as such are not adaptable to 
futures trading. 

The word “perishable” has little meaning in terms of what is allow- 
able perishability for different uses. The rate of deterioration in rela- 
tion to use is all important so far as futures trading is concerned. Ob- 
viously, onions are perishable in the sense that the rate of deterioration 
is more rapid beyond certain time limits than is true of cotton or corn. 
Onions cannot be regarded as perishable in the same sense as fresh 
peaches and strawberries. Actually, onions are semiperishable and are 
‘apable of storage for several months. 

96223—58—pt. 2——-11 
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Now, I cannot be too critical of those who, speaking generally, say 
that perishable commodities are not adaptable to trade for futures 
delivery. I think I may have done so at some time or other. 

One of the first really objective studies of futures trading in com- 
modities in the United States was made by Dr. Henry C. Emery. It 
was published in 1896 and appears in full in the Columbia University 
Studies in History, Economics and Public Law. 

Dr. Emery said: 


* * * it is evident that any quickly perishable commodity is entirely unsuited 
to such trade. 


This statement is literally true. But in the next sentence he said, 


No futures can be sold in an article which will not keep at moderate expense 
for an indefinite period. 

The latter statement could hardly have been intended to be literall 
true. There were well established futures markets for grains, lard, 
and provisions long before 1896. Eggs are at most semiperishable. 
Trade in egg futures began in 1919. 

The Encyclopedia of Social Sciences, 1930, carries this statement: 


For sample and especially for futures trading a commodity must be relatively 
nonperishable, susceptible of grading and divisible into homogenous units— 


and that futures trading— 


has no place unless supply and demand come from enough sources and are 
affected by enough factors to make both speculative. 

I would say onions would appear to meet these requirements 
perfectly. 

Baer and Woodruff “Commodity Exchanges” contains a para- 
graph heading in bold type which reads, “The commodity must not be 
perishable,” page 200, but the text in the paragraph says, “A com- 
modity subject to rapid deterioration does not meet this requirement.” 
And in a later paragraph, on page 205, onions are specifically men- 
tioned among “commodities in which futures trading would be of 
benefit to the industry.” Trading began in 1942. 

No recognized authority on futures trading, so far as I know, has 
ever said that a futures market even for highly perishable commodi- 
ties would be harmful to producers. Such a market would quickly 
fail. No law would be required to stop trading. A futures market 
confined to hedging trades, a market without speculation, likewise 
would fail. 

At this point, Mr. Chairman, I wish to insert, if I may, a short 
tabular statement which I think speaks for itself. I do not have 
mimeographed copies. 

The Cuarrman. It will be put into the record at this point. 

(The tabulation is as follows :) 

Onion futures —Commitments of reporting and nonreporting traders and the 
total open contracts in all futures, yellow globe type contract, on October 31, 1955, 


the day total open contracts reached the peak of 8,020 carlots during period 
December 2, 1954, to March 16, 1956. 
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Chicago Mercantile Exchange 
[Carlots] 


| 


| 
| Long Short Difference 


Positions held by reporting 
1, Hedging - -_-- - es : 160 3, 506 | Net short 
EIN, 9 crn eewntinduige be ha 1, 692 1,766 | Net short 


3. Speculative oe. 3, 3: 497 | Net long 


Pete. 2 ik : sobs jal 
4, Positions held by nonreporting (small) traders 2, 84% 2,251 | Net long... 
| eanbiedeomaate 


Total open contracts- Ht 8, 020 8, 020 | 
| 
| | 


1 Traders having positions of more than 25 carlots in any one future, 

2 Traders both long and short but in different futures. 

Note.—The large reporting speculators as a group (line 3), aided by the small nonreporting speculators 
and hedgers (line 4) were purchasers of the long contracts necessary to absorb the short contracts of the large 
reporting hedgers (line 1). 

Source: Basic figures from: Futures Trading in Onions, December 1956, table 29, Commodity Exchange 
Authority, USDA. 


Mr. Ment. I will only say this about the tabulation. This is taken 
from Futures Trading in Onions, December 1956, which is the first 
comprehensive investigation, I believe, that the Commodity Exchange 
Authority has made. 

I have changed the arrangeinent here, but the basic figures are the 
same. 

At that time, at the end of October 31, 1955, the total open contracts 
reached a peak of 8,020 carlots, during the period December 2, 1954 to 
March 16, 1956. 

Now, if you will look at line No. 1, that reflects the long and short 

sitions held by reporting traders, those that had 25 carlots or more 
In any one future. And their positions at that time, as a group, was 
160 cars long, 3,506 short. So that there was a net short interest there 
for the hedgers of 3,346 cars. 

The straddlers, trading classified as straddling—and by straddling 
I mean traders that are both long and short, but in different futures— 
they are really speculating on changes in price relationship between 
the different futures. 

Then the speculative, line 3, were 3,326 cars long, 497 cars short, net 
long, 2,829. 

I call your attention to the fact that that position, 2,829, together 
with the net long position of the small traders, those whose trading 
is not classified because they do not report, was 2,842 cars long, 2,251 
short, net long, 591. 

Now, it is quite obvious that the large reporting speculators, as a 
group, shown in line 3, aided by small nonreporting speculators and 

edgers, line 4, were purchasers of the long contracts necessary to ab- 


sorb the short contracts of the large reporting hedgers. 

In other words, the reporting hedgers alone furnished only 160 
cars of the Iong interest. Their short interest was 3,506 cars. 

The Cuarrman. Well, Mr. Mehl, is it a fact or not that this specu- 
lation that you have been talking about has a tendency of keeping 
the market more flux. 

Mr. Menu. Oh, undoubtedly. 
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The Cuatrman. In the long run there is less opportunity of corner- 
ing the market—the question I asked Mr. Harris a while ago. 

Mr. Menu. Yes. 

The Cu4rrman. Am I correct in that assumption ? 

Mr. Ment. You are, sir. 

The Cuarrman. All right—proceed. 

Mr. Ment. Nonperishability does not in itself guarantee success, 
Futures markets for gasoline, crude oil, peanuts, rice, molasses, to- 
bacco, scrap iron, and canned goods have started and failed, some of 
them within the first year. None of the commodities enumerated could 
be classified as perishable. The hedging need was there, but the mar- 
kets failed because they failed to attract the speculation necessary to 

rovide a liquid and free flowing market. Hedgers will not enter a 
utures market unless they have some assurance they can get in and 
out quickly and as their ownership and cash commodity risks change 
during a business day. 

In passing, we may note also that no commodity produced in the 
United States is being traded in for future delivery over which there 
is even a shadow of monopolistic control. Neither can live with the 
other. 

One final word on perishability. I suggest that a realistic and rea- 
sonable view is that it makes little difference whether a commodity is 
classified as perishable or nonperishable if the maturity date of the 
applicable futures contract is well within the period that the com- 
modity can be carried in storage without appreciable deterioration. 
In other words, the buyer should have assurance that he will get the 
article called for by his contract in such condition that it can be 
resold or merchandised through the usual channels. It is not neces- 
sary that the commodity be in condition to go into further storage 
for an indefinite period. Perhaps it would be better if some com- 
modities could not be kept in storage indefinitely. 

The CHatrman. Now, aside from the argument that onions do not 
lend themselves to future trading—aside from perishability—the 
argument has also been advanced that the crop is so small that it 
does not lend itself to future marketing. What have you to say 
about that? 

Mr. Ment. Well, I am not an onion expert. 

The Cuairman. If you cannot answer that question, I presume 
somebody in the audience can. 

Mr. Ment. I am sure it will be answered. But I do not believe 
that the size of a crop would be the controlling factor. 

The CuairMan. Well, those are some of the arguments advanced 
by some of the proponents of these three bills. 

Mr. Menu. It is a very important crop to the producers obviously. 
They are interested in getting a reasonable price. And as Mr. Harris 
testified, through the future market they can. And if they only have 
a few cars and cannot afford to go into the futures market them- 
selves, the fact that there is a futures market enables dealers to con- 
tract with them during the crop-moving period, or even before, and 
get the benefit of a then-prevailing price which is satisfactory. 

The CuatrmMan. Well, as a rule, when does that dumping Pond 
occur? Is it at the end of a season? When I say “season,” I mean 
the time that, let us say, onions produced in the North are being 
traded, and then the beginning of another season, say, from the 
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South. Now, that dumping process, as I understand, takes place 
just about that period, when a new crop that may compete with the 
old onions will start. 

Mr. Ment. I think that is correct. 

The Cuairman. All right. Now, in this dumping process, who are 
the losers? We heard a lot about that last week. Are the onions that 
are dumped, the onions that were retained by farmers in the hope of 
getting better prices, or are they onions purchased by speculators in 
the hope that prices will go up? 

Mr. Ment. Well, if the producers are still holding their cash 
onions, of course they are the losers. But from the short table that I 
just put in the record, it 1s obvious that the speculators who bought 
long, the 3,506 cars as I remember—if they continue long, they would 
be the losers. 

It is my understanding that the maturity dates or delivery months 
in the present onion futures contracts of the Chicago Mercantile 
Exchange are well within the time limits necessary to enable the 
normal merchandising of onions received on delivery. If not, it 
ought not be too difficult to determine and agree upon the right month 
as the last month in which onions of a given crop and variety may 
be delivered. 

Now, if what I have said on perishability is logical and squares with 
commonsense, I believe the answers to the two questions posed earlier 
must be : 

(1) Onions are not a perishable commodity in a sense which 
makes them unadaptable for futures trading and; 

(2) Trade in onions for future delivery is not harmful to pro- 
ducers. 

There is no valid reason why an onion futures market should not 
function in the same general manner and reflect accurately the com- 
posite of opinion as regards present and future values exactly as do 
the futures markets for wheat, cotton, corn, soybeans, and so forth. 

I have read the testimony of CEA Administrator, Rodger Kauff- 
man, before a subcommittee of this committee at the hearing held 
August 12, 1957, and have examined the several surveys and reports 
issued by his agency in respect to onions. These reflect serious and 
objective efforts to develop the facts. 

By way of being facetious, I may say that had I known in 1954 that 
in the following year onions would be added to the commodities cov- 
ered by the Commodity Exchange Act it would not have changed my 
mind about retiring. 

The figures and basic facts appearing in the CEA surveys speak for 
themselves. I find nothing in them which promises any benefits to 
producers by closing the onion futures market. It may be, as Mr. 
Kauffman says, that trade in onion futures has accentuated short-term 
price movements in cash onions. But I believe this has occurred also 
in other commodity futures, soybeans, for example. 

The futures markets anticipate and reflect changes in supply and 
demand conditions more quickly and sharply than do trades in cash 
commodities, without futures. Indeed, without a futures market 
which registers constantly the composite opinion of price and price- 
making factors, there will be times when carlot sales are so few in 
number and so far apart that no one knows the real market price on 








282 ONION FUTURES TRADING 





certain days and certainly not from minute to minute during the day. 
This is true even of the sample, or carlot market, for wheat and corn 
in Chicago. Some dealers and processors would like this because 
farmers and country shippers under such conditions would know even 
less about prices if there were no futures markets. 

Mr. Kauffman said that, “Looking at the question of hedging, we 
find that the proportion of futures trading in onions reported for 
hedging purposes is generally in line with that in other commodities 
such as the grains and cotton.” But on a closer look, he says, “There 
is a tendency on the part of onion hedgers to hedge only partially and 
to place and remove their hedges sporadically, with changing apprais- 
als of current market conditions.” This tendency was found to differ 
in important respects from that found in the more storable and stable 
commodities such as wheat, corn, and cotton. 

I recall that the same or similar situations were found in the soybean 
futures market some years ago when the market was acting up and 
before speculative trading and position limits had been imposed in 
1951. We found instances then of processors, who being long on bal- 
ance in cash soybeans, bought futures instead of selling, and thereby 
increased their ownership risk instead of offsetting it with a hedge. 
This is what is sometimes referred to as a “Texas hedge” which may 
or may not derive from the legendary bigness of things in Texas. 

My recollection is that after limits were imposed on trading and 
positions in soybean futures that market stabilized and has since 
followed a quite normal pattern of trading. In fact, the trading be- 
came such that it was possible to raise the trading and position limits 
from 1 million to 2 million bushels in 1953. 

Mr. Kauffman’s testimony indicated that after trading and position 
limits were established for onion futures effective in September 1956, 
the volume was reduced about 50 percent for comparable periods, that 
is, for April through July. He thinks the limits “have been largely 
responsible for reducing volume of speculation, and obviously specu- 
lative holdings.” 

I believe it is fair to asume that in a comparatively short time the 
onion futures market will settle into a pattern comparable with other 
commodity futures markets. It is, however, too much to expect that 
the onion futures market will be free from price swings that stem from 
the nature of crop conditions and production factors peculiar to 
onions. 

It has been alleged that futures rading in onions is harmful to 
producers because it is responsible for overproduction. In the August 
12, 1957, hearing, the president of the National Onion Association 
said: 

Futures trading results in overproduction by giving some growers encouragement 
to plant through early quotations that are attractive— 


and that— 

especially it brings overproduction through broker financing to stimulate broker- 

age income and provide onions under the brokers’ control during delivery months. 
Quotations in the futures markets, whether early or late in the trad- 

ing period, can result only from bona fide trades and actual market 


commitments, or from “wash” trades or other prearranged and ficti- 
tious trades between individual brokers. 
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“Wash” trades and all fictitious trades are unlawful under the Com- 
modity Exchange Act, and the Commodity Exchange Authority has 
very effective means of detecting and prosecuting such practices. 

I have no opinion as to whether or not futures trading is responsible 
for increases in production. If it be responsible, and since there are 
no Government price supports for onions, it must be due to the higher 
price incentives offered by the futures market and of which anyone 
can take advantage unless they prefer to speculate on the price of 
cash onions. The reason dealers are able to finance production and 
contract for acrage and production is that, because of the ability to 
hedge this risk in the futures market, they are able also to offer growers 
a price which enables a grower to determine in advance whether or 
not he can produce at a profit. 

Since this statement was written, Mr. Chairman, I have prepared 
two short tables, which may be of interest as bearing on the allegation 
that attractive prices in the futures market early in the year are 
res »onsible for overproduction. 


The Cuarmrman. The tables will be printed in the record at this point. 
(The tables are as follows:) 


TABLE 1.—Onion futures: Midmonth closing price of November futures, yellow 
globe type contract, Chicago Mercantile Exchange, April 1947 to March 1956 


[Midmonth closing price in dollars per 50-pound sack] 
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Source: Commodity Exchange pasitinitien USDA, Futures Trading in Onions enendins 1956), p. 35. 


TABLE 2.—Onion futures: Highest and lowest prices for November future, during 


life of future, Chicago Mercantile Exchange, yellow globe type contract, Novem- 
ber 1944-55 


{Prices in dollars per 50-pound sack] 
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Date 
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Source: Cennnedite Exchange ‘Authority, USDA, Futures Trading in Onions (December 1956) 
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Mr. Ment. Table 1 shows that in 6 out of 9 years, April 1947 to 
March 1956, the midmonth closing price of the November futures was 
higher in October than in April. 

Table 2 shows that in the case of each of the 12 years, 1944-55, 
the highest closing price for the November futures was reached after 
April 1, and in 9 out of the 12 years, the lowest closing price for the 
November futures was reached before April 1. 

This does not suggest that early quotations could be a factor in 
overproduction. 

The computations in the last column of table 1 are mine. Other- 
wise, the figures in both tables 1 and 2 were excerpted from tables 
3 and 8 appearing respectively on pages 35 and 40 of the December 
1956 report of the Commodity Exchange Authority, Futures Trading 
in Onions. 

I selected the November futures from April to October because 
it is the first futures in the year in which the production of that year 
is deliverable. The March futures of the following year is the last 
month in which production is deliverable. 

No one in his right mind would sell a March futures as a hedge 
against the production of that year. There is no necessary relation- 
ship between an old crop futures and a crop not yet in production. 
There is a relationship between a crop not yet in production and the 
price of the November futures of the year of production and also the 
price of the January, February, and March futures of the next year. 

I find nothing in the price records referred to which would sug- 
gest that price quotations for futures posted early in the crop year 
tend to encourage overproduction. 

The CHarrman. Well, those figures indicated in both tables were 
figures gathered when the onion was not under the Commodity Ex- 
change Authority. That is correct; is it not? That is from 1947 to 
1955 and 1944 to 1955—and it was only in 1955. 

Mr. Menu. Well, the figures must have been available on the trad- 
ing regardless, because I got them out of the publication of the Com- 
modity Exchange Authority. 

Onion growers will not find the means to constantly satisfactory 
prices for onions, either in the futures market or in its abolition. 
On the contrary, if onion futures are abolished there will be abolished 
also a type of competition which importantly affects the spread be- 
tween producer and consumer prices. This is the type of competition 
offered by merchants and dealers who will hedge their purchases 
of cash onions by sales in the futures market, as against the type of 
dealer who does not hedge, or does not hedge properly, and must try 
to buy at prices which will give him a thick cushion against the hazard 
of price declines. He cannot compete long. He must either use 
the futures market or go out of business. 

I recall when futures trading in wool tops was instituted in New 
York in 1931, the Boston dealers and top makers were vigorously 
opposed to it. They much preferred the old and more comfortable 
way, but were forced to meet the competition of the new way or go 
out of business. 

Whether the producer or the consumer benefits most by reduction in 
the cost of marketing and the narrowing of spread between producer 
and consumer prices is difficult to say. I am inclined to believe both 
benefit. It certainly cannot harm the producer. 
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In 1892 the House passed a bill known as the Hatch bill. It would 
have prohibited tracks in grains for futures delivery. So far as I 
know, this is the first time that any bill to prohibit trade in futures 
has passed either the House or Senate until the House on March 13, 
this year, passed the onion bill, H. R. 376. 

The death of the onion futures market would be a backward ste 
and one which would not help the onion industry. If the action is 
taken I predict that the producers who favor the pending legislation 
will be disappointed. The real problems of the onion industry lie 
outside futures trading. 

Thank you, gentlemen. 

The Cuarrman. All right. 

Any further questions ¢ 

Thank you, sir. 

Our next witness is Mr. J. P. Henican. 

Senator Tuye. Mr. Chairman, while Mr. Henican is getting seated, 
how long do you intend to go ¢ 

The CuatrmMan. We will obtain permission. 

Senator Ture. You are possibly going to be faced with the unani- 
mous-consent request over on the floor as to time on the pending meas- 
ure, and for that reason, I was wondering whether you were going 
to sit this afternoon or not. 

The Cuatrman. Well, I hope so. We have got quite a few wit- 
nesses here. 

Now, Mr. Henican, will you identify yourself? 


STATEMENT OF JOSEPH P. HENICAN, JR., MEMBER, BOARD OF 


DIRECTORS, NEW ORLEANS COTTON EXCHANGE, NEW ORLEANS, 
LA. 


Mr. Henican. My name is Joseph P. Henican, Jr. I am the im- 


mediate past president of the New Orleans Cotton Exchange, my 
2-year term having expired December 1957, and I continue to serve on 
its board of directors. 

The New Orleans Cotton Exchange is a licensed futures contract 
market; that is, the Commodity Exchange Authority has licensed the 
exchange to trade in cotton futures and cotton-oil futures contracts. 

In addition, I am a partner of Merrill, Lynch, Pierce, Fenner & 
Smith, specializing in the commodities futures market. 

Senator, at this point I want to say that I feel like I am at a dis- 
advantage following that very scholarly report or testimony by Mr. 
Mehl. I have been around here listening to testimony before com- 
mittees, and that is one of the finest presentations I have ever heard. 
That is the way I feel about it. So you are going from a professional 
to an amateur. 

The CuarrmMan. You can take care of yourself. Go ahead. 

Mr. Henican. I would like to emphasize that the New Orleans Cot- 
ton Exchange has no direct interest in onions. Its concern for the 
bill now before this committee lies solely in the fact that passage of 
such a bill would set a precedent so dangerous that it could imperil 
the entire system of free markets in a free enterprise. 

From a personal basis of 32 years of experience with commodities, 
and the commodity futures market, and a point of view substantiated 
by the combined experience of my fellow members on the New Orleans 
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Cotton Exchange, for whom I act as a spokesman, I would like to state 
some strongly held beliefs. 

First, the existence of commodity futures trading, far from creating 
or inducing wide swings in the price of commodities, does exactly the 
reverse. Statistics bear out that prior to the existence of such facili- 
ties, dramatic price fluctuations were common. Now they are rare. 

In our opinion, the existence of the futures trading mimimizes any 
ilifferences in price which may occur. 

Second, such a difference in price can only occur because of factors 
governed entirely by the law of supply and demand. We have seen a 
striking example in this Nation’s gigantic farm program that this 
basic law of nature cannot be supplanted by mankind, even with the 
greatest forces man can apply. 

Third, the existence of commodity futures trading is primarily 
beneficial to the members of the commodity trade. The principal bene- 
fit they derive is a system of risk insurance which futures trading makes 
available to them. Through the process known as hedging, it is 

ossible for members of the industry to insure a position which may 
is one of holding a commodity to be disposed of at a later date, or one 
needing a commodity which must be acquired against a fluctuation in 
price. And hedging is possible largely because of the professional 
speculators who are willing to assume the risk which the industry 
members would otherwise be forced to take themselves. 

The members of the industry do not ordinarily go into the market 
to profit by speculation but to remove speculation from their spot 
commodity activities. Most importantly, commodity futures trading 
as conducted under the Commodity Exchange Authority and the strict 
self-imposed rules of the futures exchanges themselves provide an 
accurate, split-second public record of world prices available to in- 
dustry members everywhere, every minute of every business day. 

It is the industry’s only such reliable source of price information, 
as has been proven by the chaotic conditions which inured when the 
exchanges have been forced to close temporarily and those which 
prevailed before the exchanges came into being. 

Additionally, and of equal importance, a commodity futures ex- 
change performs the vital function of gathering and disseminating 
essential market information; a great flow of all and any news affect- 
ing the crop and the disposal of the commodity is expertly and speedily 
taken in from and broadcast out to the whole world. 

Fourth, the existence of futures trading does most definitely benefit 
the consumers of commodities. The availability of hedging facilities 
makes it possible for members of a commodity industry to collect and 
distribute on a much smaller margin of profit than would be possible 
if the element of risk need be considered. As there are numerous 
steps in the moving of the crop from farm to market it is obvious that 
the price to the eventual consumer would be considerably higher, accu- 
mulating increases at every step along the way, than is possible with 
the element of risk removed. 

In the case of cotton, for example, it is a fact that this crop is 
marketed at the smallest margin of profit of any commodity. In nor- 
mal times this is, in our opinion, due to the excellence of the private 
marketing system in which a futures market might be said to act as 
a balance wheel. 
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I would like to insert here that through my 32 years of experience, 
my firm and I have been approached repeatedly by substantial and 
reliable individuals and organizations requesting that we endeavor 
to organize trading in futures contracts in certain commodities for 
which futures contract markets do not exist. Among these petitioners 
have been the rice industry, the lumber indastry, grain sorghums, 
eanned goods, scrap steel, and even live shrimp. 

Recently I spent a certain amount of time with the Governor of the 
State of Florida who requested that efforts be made to start trading 
ina citrus fruit futures contract. 

With the representatives of these various industries who approached 
us, the story was the same—that there was no place or medium in which 
to be able to sell forward, sell for future delivery, to protect capital. 

We agree that the professional element in the market has no more 
to do with fluctuation in price than a thermometer has to do with the 
change in temperature. We believe that it does, however, keep fluctu- 
ations at a minimum, serving to stabilize the changes in price deter- 
mined by the law of supply and demand, and that it supplies the com- 
modity tradespeople with necessary hedging. 

We believe that wherever the element of risk exists, the element of 
speculation must follow. Eliminate the futures market and you will 
eliminate the control over such speculation imposed by the CEA and 
by historic institutions of unassailable integrity. 

You cannot eliminate the risk nor the need for members of the com- 
modity trades to insure their transactions against such risks, which are 
beyond the power of man or government. You will have to find other 
means of transferring these risks, again beyond the jurisdiction of the 
CEA and the established institutions. 

We cannot too strongly emphasize our feeling that such legislation 
as proposed in this bill could be a perilous step toward legislating free 
enterprise out of business. 

Competent authorities, students of the Constitution, hold that the 
legislative branch of the Government has the right to regulate but 
not to prohibit. There appears to be serious doubt as to the constitu- 
tionality of a bill which would deprive citizens of the right to contract, 
as this proposed bill would do. 

We hope, Senator Ellender, that your committee will not approve 
this legislation. 

May I comment further, Senator. 

You probably remember this. My father told me this was true. 
During World War I the financial markets were closed for a certain 
period. When the news got around that they were going to be closed, 
a group of cotton farmers in the State of Louisiana endeavored to ask 
the Federal court to grant an injunction to stop their closing, to pre- 
vent their closing, on the contention that it would be impossible for 
them to know what the price of cotton was within a radius of 50 miles. 
The Federal court, of course, did not grant the injunction because it 
was wartime. But after a certain period, the markets reopened. 

I want to also say this, Senator. You and I have discussed futures 
markets and their operation for about 20 years. It is my recollection 
that you have always taken the position that as long as the futures 
markets conducted themselves properly, in a businesslike fashion, that 
you would be their champion; otherwise you would be their strongest 
opponent. Iagree with that position. 
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My firm, some years ago, 10 years ago, thought there were some 
things wrong at the Chicago Mercantile as far as onion trading was 
concerned. I think they realized that, and they employed Mr. Harris. 
I have known Mr. Harris for quite a considerable length of time. Mr. 
Harris is of the highest integrity, knowledge of the business. I think 
he has done a very excellent job of correcting some of the things that 
were there, as he stated this morning, and you will probably hear 
about later today. 

I just again plead with you, Senator, to continue your line of think- 
ing, and that is give them a chance, if there is anything wrong, to 
continue their operations. 

The Cuarrman. Well, as I have often stated, I think it is a pro- 
tection to the farmer, if properly operated, because there are all sorts 
of data available that inure to the benefit of the farmer. Of course 
I have heard some dirty and nasty stories about how they handle the 
onion market prior to 1955, and that is what caused this committee, 
Senator Thye, to put onions under the Commodity Exchange Au- 
thority, trying to correct that, the evil that existed before, and it is 
my belief that this thing might work itself out. 

Now, I may be all in error about it—and I am not foreclosing any- 
body from testifying to show the contrary, because we are here to 

et all the facts. I have taken a negative attitude in order to elicit 
rom the witnesses the facts, so that we can make our own determina- 
tion when the time comes. 

Mr. Henican. May I say one other thing, Senator, and that is when 
I arrived here this morning I found 8. 778, which would amend the 
onion proposal to include wool and wool tops. I guess you know 
about it. I trust that you will also allow the wool people to testify. 
As a matter of fact, Mr. Gordon McCabe is here, president of the wool 
exchange in New York, and also one of our big consumers of cotton, 
and he is interested in this. And I hope before you conclude these 
hearings, that you will let the wool people testify. 

The Cuairman. Well, if anybody proposes the amendments, of 
course we will have to take evidence on it. 

Senator Tuyr. Mr. Chairman, the question that I would like to 
explore a little further with Mr. Henican is how could they operate 
and manipulate that market in Chicago to such an extent that it 
would be disadvantageous to the producer. 

Mr. Henican. I don’t think they can, Senator Thye. 

Senator Ture. Then what were they doing up there that gave that 
market a bad name? 

Mr. Henican. Well, my firm felt, and I felt also, that the contract 
terms were not as good as they should have been, and therefore the 
contract was probably not as attractive to trade in as it should have 
been. But that has been changed. As I say, Mr. Harris went in 
there 4 or 5 years ago and he has done that. 

The Cuatrman. Well, can you be specific now and say what it was 
before the changes were made. 

Senator Ture. That is what I was trying to get into. 

Mr. Henican. Senator Thye and Senator Ellender, no, I cannot 
tell you exactly. I have gotten away from that. I used to live in 
New York. I am back home in New Orleans again, and I have not 
been in touch with the onion market for the last 5 or 6 years. 
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Senator Tuyr. Well, how could they have manipulated it to the 
disadvantage of the growers and to the advantage of the speculators? 

Mr. Henican. I don’t think they could have, Senator. I don’t 
think they could have. 

Senator Tuye. Well, then, where did the nasty rumor start from? 

Mr. Henican. I don’t know. Senator, I have been through it 32 
years. Every time we have a price decline they are prone to charge 
the speculators and manipulators on the boards of trade, on the com- 
modity futures exchanges. 

Senator Tuyr. Well, it can be done, can it not? 

Mr. Henican. No, sir. 

Senator Ture. Then there have been some very lucky people. 

Mr. Henican. In what respect? 

Senator Ture. Just lucky to be in at the right time. 

Mr. Henican. That is right. 

Senator Tuyr. That is all, Mr. Chairman. 

The Cuarrman. Mr. Harris, since your name has been mentioned 
in this testimony again, I wonder if you would tell us what reforms 
you have put into effect in order to make this respectable. 

Mr. Harris. Sir, could I defer that. The chairman of our board 
is going to testify—Mr. Carl Strum, from Wisconsin. And we 
reserved to him the task of explaining that. I think it is better if 
he does it, if you do not object. 

The Cuarrman. All right, I just wanted to be sure that it was 
answered in the record. 

Mr. Harris. Thank you, sir. 

The CuHarmman. We will recess at this time until 2 o’clock this 
afternoon. 

(Whereupon, at 12:20 p. m. the hearing was recessed until 2 p. m. 
of the same day.) 

AFTERNOON SESSION 


The CHarmMan. The committee will please come to order. 
The next witness is Mr. Roy Porter, of Elba, N. Y. 
Will you identify yourself for the record, sir. 


STATEMENT OF ROY A. PORTER, ELBA, N. Y. 


The Cuarrman. What is your business or is that in your statement? 

Mr. Porter. Yes. 

We are here to give testimony on the subject of futures trading 
in onions. I am here because as a grower and shipper of onions from 
western New York, I am vitally interested in the outcome of the bills 
introduced to eliminate futures trading. 

So there be no misunderstanding at the outset, I would like to make 
it clear that I am not opposed to futures trading. I am, therefore, 
very much opposed to its abolishment. I care to have no more con- 
trols put on it than necessary to guide it properly, so that its function 
of forecasing prices in lieu of existing supply and demand factors 
be uninhibited. 

It seems to me that the main reason for these hearings and for the 
introduction of this legislation is a result of the poor years income- 
wise in the onion industry since 1949. Had the years since 1949 been 
profitable years, I doubt sincerely if any of use would be here today. 
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It is my opinion that there are many reasons why these years have 
been unprofitable and that the futures market has had very little if 
anything to do with making them poor. 

With the risk of repeating other testimony given here, I would like 
to review briefly some factual history of the onion business. The per 
capita consumption of onions has remairfed quite constant for the past 
20 to 30 years. Since 1930, we have averaged approximately 2014 
pounds of onions per person per year. Of this 2014 pounds, approxi- 
mately 10 pounds come from commercial production, while approxi- 
mately 1014 pounds come from home gardens. It is interesting to 
note, however, that the home garden from 1930 to 1939 supplied only 46 
percent of the onions consumed but supplies 52 percent now and has 
since 1940. 

The victory garden of wartime and the leisure time provided by the 
40-hour week of postwar time has evidently taken away about 6 per- 
cent of our market for commercially grown onions. 

Our production of late summer onions or northern grown onions, 
as they are often referred to, has since the 1930’s far surpassed our 
production of people to eat them. Our production of onions from 
1928 to 1937 averaged 19,914,000 50-pound bags. 

Our population in 1930 was approximately 122 million. To com- 
pare this with the recent production and population figures, we find 
the 1949-53 average production and population figures, we find the 
1949-53 average production of onions to be 32,708,000 50-pound bags, 
_ the estimated population for 1955 to be approximately 161 mil- 
ion. 

Using the estimated population of 1955, we find that our onion 
production has increased nearly 68 percent during these 2 periods of 
time, while our population has increased by only 32 percent. 

Our exports from 1939 through 1945 averaged 1 million 50-pound 
bags and 1,900,000 bags from 1946 to 1953, or an increase in exports 
of 90 percent. However, our imports averaged 161,000 bags from 
1939 to 1945, and 505,000 bags average from 1946 to 1953 for an 
increase in imports of 210 percent. 

To summarize then, these are the facts: People in the United States 
are eating about the same amount of onions as they have for some 
time. Butsince 1949 we have outproduced our population by approxi- 
mately 35 percent and at the same time have increased our imports 
over exports by 120 percent. This simply adds up to oversupply and 
low prices with or without. a futures market. 

Senator Tuyr. Inasmuch as you just completed this page, do you 
mind if I ask a question at this point? 

The Cuatrman. Proceed. 

Senator Torr. How many acres have the growers increased in that 
Tength of time? 

Mr. Porter. How many acres of onions in that length of time? 

Senator Ture. Yes. You have covered that period and I just 
wondered if you had the facts about that. If you do not, have it put 
in the record. 

Mr. Porter. We have increased from around 30,000 acres to a point 


now where we grow approximately 55,000 acres. That would be my 
statement. 
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Senator Tuyen. It is an increase in acres as well as increase per acre? 

Mr. Porrer. Per acre of production, right, sir. 

Senator Ture. Thank you. 

Mr. Porter. The early spring onion producing States have also. 
contributed to the situation in which we now find ourselves. They are 
now able to harvest and sh!p onions from the lower valley in Texas in 
mid-February. 

They are able to ship a volume of onions in March. This 10 to 
15 years ago was not the case. New developments in seeds and 
growing techniques have made it not only possible but a reality 
that we must now cope with. Texas is also becoming a more im- 
portant factor in the summer producing periods, thereby eliminating 
some of the demand for northern-grown onions in the early fall. 

Processing of onions has also increased since the war. Dehydra- 
tion along with canning of boiler onions has no doubt taken its toll 
on the consumption of fresh onions. There is no question that a 
processed onion was once a fresh onion but the processing industry 
knows how to do business also. They process a commodity when it 
is plentiful and relatively low in price. This in turn ‘takes the 
peaks out of prices in periods of lower production. 

Another outgrowth of wartime and peak employment is consumer 
packaging. We now have 13 million women working in the United 
States. ‘Two-thirds of these women are housewives. As a result, 
the “easy to grab,” “easy to store” package has been in great de- 
mand. 

This type of merchandising has become universally adopted in 
the onion business with estimates of as high as 35 percent being sold 
in the 3-pound bag. Research done in Buffalo, N. Y., by Cornell Uni- 
versity showed that sales could be increased substantially by dis- 
playing 5-pound, 10-pound, and bulk onions instead of the 3-pound 

ag 

Prepackaging or consumer packaging has also taken its toll in 
the amount of money received by the farmer for his produce. The 
added labor cost plus the added material costs of prepackaging has 
in a large part come out of the producer’s pocket. It has also re- 
sulted in a reduced amount of produce sold off the farm to maintain 
consumption due to the significant reduction in waste along the mer- 
chandising channels. 

The continual increase in hotel and restaurant eating has also ac- 
counted for a considerable decrease in the amount of produce neces- 

sary to maintain consumption through efficient use of all produce. 
Modern refrigeration in stores and in eating places has reduced waste 
measurably. 

The substantial growth of chainstore and supermarket distribu- 
tion has eliminated much of the competition that prevailed in pur- 
chasing. These two types of merchandisers are well aware of po- 
tential production and later actual production sometimes before the 
producers themselves. 

They are not easily misled by inaccurate estimates and are not 
excited easily by rumors and half truths. The volume of produce 


sold through chains and supermarkets in comparison to independents, 
is nearing the 50 percent mark. 
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They do, as a result, command great respect from produce growers 
and shippers which in turn give them priority and in many cases make 
concessions to hold their business. 

To deal with the hedging of onions and its desirability, some more 
facts seem necessary. Since 1940, the investment in farms in the 
United States has increased 189 percent. The investment per farm 
has increased 266 percent. The average farmer now has more than 
$15,000 invested for each man that works on his farm. 

This in terms of an onion farmer would still be low because of the 
high value of land necessary for onion production and the specialized 
machinery that is used in cultivating onions. Per acre, there are 
very few crops that cost more to grow and harvest. 

This varies considerably with the land they are produced on but 
in New York State, the cost to grow an acre of onions would range 
between $350 to $500. These facts to me seem to be the best possible 
reason for a futures market on onions. With very high investment 
in land and machinery, with very high costs per acre for production, 
it is good sound business to transfer some of this dollar risk involved 
by selling on a futures market to someone who wants to assume that 
same risk. We in the farming industry are subject to many risks. 
It is my belief that any risk we can avoid or transfer would be most 
desirable. 

One of the chief arguments of those who would have the futures 
market done away with is that the crop is too small. Based on com- 
mercial production only potatoes, lettuce, cabbage, sored tomatoes out- 
rank onions in the amount we eat per person each year. If you take 
homegrown onions into consideration, only pot: ain and cabbage 
exceed onions in per capita consumption. 

Another argument is that onions are too perishable. We should be 
thankful that they are. We can wipe the slate clean each year, carry 
over absolutely nothing, and try to adjust for the following year. 
They may be stored reasonably well for 5 to 6 months if properly 
handled. 

From my observations over the past few years, it has been people 
in the industry that have received many of the deliveries tendered on 
the mercantile exchange trying to beat the law of supply and demand. 
This necessitated long storage periods and in many cases complete 
capitulation to a very formidable enemy—oversupply. 

Many complain about the amount of money made by the brokers 
on the exchange. I feel the brokers are rendering a service. As a 
farmer and a potential hedger, they make it possible for me to sell 
my onions for my protection at the price I choose. I regard them 
no differently from any produce broker in any city in the country. 

Many claim that. manipulation has taken place; they claim that 
millionaire manipulators have pushed onion pr ‘ices up and down at 
will. However, it is my belief and past observations that those 
so-called manipulators had better be fundamentally right or they often 
become half millionaires before they are through. “Moreover, I do 
not dislike the thought of a small portion of that million dollars 
brushing off on some people in the onion industry. 

I think the basic problem with regard to futures trading is a lack 
of understanding and education. A futures market is not the dreaded 
monster that so many people in the industry think it is. If it were, 
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they would not teach its functions in colleges and universities, nor 
would large and reputable loaning institutions loan money for the 
purpose for which it is intended. 

It is common knowledge for a farmer to know the best fertilizer to 
use, the best fungicide, the best insecticide, the best weedkillers, the 
latest developments in machinery, the foremost storage and handling 
facilities. 

All these are forced on him by salesmen of every description keeping 
abreast of everything new in the production line. 

As a result he produces more. But the distasteful part is that these 
same salesmen don’t come back and tell him how to sell the added 
produce. Very little if any research is done to sell this increased 
production. The trade organization that he belongs to gives him the 
sad crop estimates but does nothing to increase sales or for reduction 
of acreage. 

Why then hasn’t he transferred some of the risk to a speculator 
who thinks onions are a good buy on the futures market? Why hasn’t 
he sold enough to get back his expenses and protect himself from 
possible low prices and, in turn, an operating loss ? 

I think for one of several reasons. He may be absolutely unaware 
of the possibilities that hedging affords and I think there is a large 
number in this group. 

Or he may be in the group or influenced by the group which I refer 
to as the “sour grape” variety. 

These are the growers that at one time or another have decided that 
it was their turn to become disgustingly rich. With their storages 
bursting at the seams, and with delusions of grandeur, they called 
their brokers and bought on the futures market. 

This put them on a one-way street and, unfortunately, they came to 
a dead end. Prices started to dip and before they knew what had 
happened, they had lost two ways—on the futures market and with 
their cash onions. This type of onion grower became a gambler and 
many gamblers lose. They become bitter and blamed the exchanges, 
the brokers; in fact, they placed the blame everywhere but in its 
rightful place—upon themselves. 

There’s a racetrack 6 miles from my home but nobody, to my know]l- 
edge, has ever been forced into its gates to bet the horse. If they 
choose to go and play, they must be aware that everybody cannot 
be a winner. 

Let us deal a moment with a few other commodities. Most of us 
have grown lettuce, carrots, cabbage, beets, and spinach at one time 
or another. There is no futures market on any of these commodi- 
ties but the prices fluctuate from nothing on up. 

I have seen many acres of each one of these crops left in the ground 
because of overproduction. Why then, when we overproduce onions 
as we have in the past years, do we want to eliminate the futures 
market ? 

We, in the industry, have a choice whether to use it or not to use it. 
Those that use it properly are not complaining. Those that use it 
improperly, should ask themselves whether the futures market or 
themselves are responsible for their plight. 

In my estimation, it is far better to supplement the income of any 
agricultural industry with luxury dollars of speculators at their own 
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risk, than to take tax dollars out of their pockets and then listen 
to the continuous scream of the nonfarming citizenry. 

Much has been said concerning the impossibility of the onion farmer 
to obtain financing for a hedging operation. I am sure, now that 
the controversy of onion futures trading has become such a topic, 
a financing has become easier through most credit sources than it 

yas in the past. 

ailie of these credit sources have experienced very satisfactory 
results by financing an onion grower’s hedges as well as his operating 
requirements. 

Financing in agriculture depends much more on the individual than 
in other industries. He is responsible for the production on his farm, 
the labor relations on his farm, the sales and receipts of his farm, 
as well as the financing of his operation. 

Therefore, it is my belief that if his credit connections can be sold 
on the financing of his operating requirements, they can also be sold 
on his hedging requirements. Let it suffice to say that credit in farm- 
ing has become as necessary as seed and fertilizer; and those farmers 
that need additional money for hedging purposes will find it available 
if they are worthy of it. 

In my opinion, the trouble in the onion industry is not the futures 
market, it is the same problem that confronts all agriculture—the fact 
that we farmers have spent far too much time learning to produce and 
far too little time learning how to profitably use what we produce. 

We very badly need to spend much more time and money on re- 
search to find new products and new outlets for these products. 

I think eliminating futures trading on onions would be eliminating 
an extremely useful merchandising medium and would definitely be 
a step backward rather than forward. 

The Cuamman. What is the size of your production ? 

Mr. Porrer. I grow between 100 and 200 acres of onions. 


The CHatrmMAn. Do you have onions other than those you produce 
yourself ? 


Mr. Porter. I do, sir, yes. 

The Cuarrman. From your neighbors? 

Mr. Porrer. Yes, sir. 

The CuHatrman. Do you belong to the Chicago Mercantile Ex- 
change? 

Mr. Porrer. I do have a membership on the exchange, but I am af- 
filiated with nobody on the exchange, in other wor ds, I do not trade 
for anybody as a broker. I trade for myself and myself alone. 

The Cuarrman. How do you proceed to handle the situation as it 
relates to your own crop; that is, what you produce not what your buy, 
but what you produce? 

Mr. Porter. What I produced. Naturally, we sow in the spring and 
grow them and I observe the futures market. When it rises to a point 
where I feel there is a substantial, or not necessarily substantial, but 
a profit, in my growing operation, I start hedging. And I will hedge 
along as the crop progresses, up until the time that I have them har- 
vested, in storages. 1 know exactly my production, and at this point 
I look very carefully at the market statistics, or at my view of what I 
think the future will hold. 
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I either hedge a larger proportion, or hedge a smaller proportion to 
protect my self from the loss of the investment that I have had up until 
that point. 

The Cuatrman. Let us take this year’s crop. It is way up, the sales 
price today ? 

Mr. Porrer. Yes. 

The Cuairman. That is partly due to the fact that the Texas crop is 
considerably reduced ? 

Mr. Porrer. Indeed. 

The Cuarrman. Did you retain most of your onions on hand or did 
you sell as you usually do? 

Mr. Porter. No, I have sold quite orderly from the day we started 
harvesting, and I still have onions on hand. In other words, as a 
dealer I have certain customers that I feel that I have to take care of 
from start to finish, so that another year I will have them again. So 
I merchandise orderly more or less over the period of time. 

The CuHarrman. How do you handle the situation with respect to 
onions that you buy? Is it different from those you produce ? 

Mr. Porrer. No; not necessarily. It depends on your market view- 
point. Sometimes you will buy 10 cars in a block from a neighbor and 
sometimes you will buy 2. When you need 10 you buy 10. Maybe 
you buy 20 asa — e move sometimes. 

The Cyaan. I do not want to go into your business or anything 
like that. If I should ask questions which will disclose to your detri- 
ment, I do not want you to answer them. 

Mr. Porter. All right, sir. 

The CuHarrMan. Let us take a situation as it exists today, aside 
from your own production, how many onions or what percentage of the 
onions you now have on hand were purchased by you on a supposition 
that the market would go up? 

Mr. Porrer. None that I have on hand. 

The Cuarrman. None? 

Mr. Porrer. Everything that I have left is my own crop. 

The CHarrMan. Your own crop? 

Mr. Porrer. Yes. 

The Cuarrman. Did you retain that production or crop in the hope 
that you would get a better price in the tail end of the season ? 

Mr. Porrer. I held them for two reasons—always in the hopes that 
I will get more money for them. 

Second, a supply that I know that I have for the customers whom 
I must supply until the end of this northern growing deal. 

The CHarrMAN. So your guess was pretty good on the first reason, 
that is, that you hoped the price would go up? 

Mr. Porter. Right. 

The Cuarrman. And you benefited by it ? 

Mr. Porter. Yes. 

The Cuatrman. On the charts that were presented to us here for the 
previous year, where there was quite a distinct drop 

Mr. Porrer. Yes. 

The CuarrmMan. How did you fare that year? 

Mr. Porter. That year, fortunately, I had hedges on my onions, in 
other words, I had sold them in an orderly manner from the time they 
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were planted until the time they were harvested. I had price protec- 
tion. 

As they went down, I still merchandised on the lower level but 
retained the same amount of money value for the onions. Because 
of the futures market going down, I had profits in futures. And I had 
what would be losses on the cash. One balances the other. 

The CHarrman. How did you get these profits on your futures? I 
wish you would explain that for the record for the last year’s crop. 
Remember, this was pretty steady for a while. 

Mr. Porter. Yes. 

The Cuatrman. And all of asudden it took a dip. 

Mr. Porter. Yes. I am quite familiar with them without the charts. 

The Cuatrman. How were you able to keep yourself in balance and 
not lose to the extent that some did ? 

Mr. Porrer. Well, by this means: I sold onions on the mercantile 
exchange, we will say, from $1.65 a bag, delivered Chicago, that is, up 
to $2.20. Isold contracts. 

The Cuarrman. Actual deliveries? 

Mr. Porter. No; I sold contracts on the Chicago Mercantile Ex- 
change against actual carloads of onions that existed in my field and 
after harvest, in my warehouses. 

I went ahead and when I would get an order from a customer, or 
chainstore, or what have you, for delivering one of these actual car- 
loads of onions, for Washington, for instance, I would buy back my 
paper on the exchange which terminated that contract, and which 
terminated this load of actual onions. 

As did happen last year, I hedged at a price better than what I actu- 
ally sold the onions for. The futures market came down, giving me 
profits here. The cash market went down here, giving me losses there, 
which actually evened out. And what I got in the end was the origi- 
nal satisfying profit that I origmally had when I hedged the car of 
onions. 

The Cuatrman. Except for that, your losses may have been a great 
deal ? 

Mr. Porter. Substantially higher. 

The Cuarrman. Which permitted you, of course, to remain in busi- 
ness ; otherwise, you might have been out ? 

Mr. Porter. That is exactly right. 

The Cuarrman. What would be the size of an operator who could 
do what you did? What isthe minimum there ? 

Mr. Porter. I would say there would be no limit. 

The Cuatrman. No limit? 

Mr. Porter. One way or the other. 

The Crarrman. In other words, a farmer producing 5 cars, 10 
cars, or 50 cars, could protect himself in the same manner as you did? 

Mr. Porter. Exactly. 

The Cyatrman. By paying the fees and without necessarily be- 
coming a member 

Mr. Porter. Oh, no. 

The Cuatrman. Of the exchange? 

Mr. Porter. No; that is right. You are exactly right. It can be 
taken advantage of by the largest and the smallest, of course, the 
many in between. 
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The Cuatrman. I want to to ask you a pointed question. I am sure 
you will answer it truthfully. 

You heard testimony here Thursday and Friday to the effect that 
those holding some of these contracts proceeded to sell onions on the 
market at a loss in the hope that they would gain on their futures. 

Did you ever get in such a practice, or did you ever hear of such a 
practice being done in your locality ? 

Mr. Porter. First, let me say that I have never done it. I have 
never delivered any onions on the mercantile exchange, because my 
business is to supply my customers and take protection on the mer- 
eantile exchange. It is not for me to deliver or not to deliver. 

I have heard that for a good many years that people have on pur- 
pose depressed the market. I have heard it the other way around, that 
unnaturally they have taken delivery to boost the market up. It is a 
two-sided knife. I mean the market can go two ways. 

The Cuamman. Two ways? 

Mr. Porrer. Yes. To my knowledge, I have actually never known 
of a time when a person profited by trying to reduce or raise the mar- 
ket unnaturally. I say “unnaturally,” because if there are a number 
of carloads of onions in Wisconsin, and a number in Michigan, and a 
number in New York State, late in the season, New York State can 
take care of this eastern seaboard where 66 percent of our population 
lives, and if New York State does have sufficient supplies to supply 
that section, these people have no place else to go with their onions. 

The Cuatrman. And freight rates and things like that enter into it? 

Mr. Porter. Freight rate is the whole thing. 

Therefore, it is not unnatural that they go into the exchange and 
depress the prices. It isonly natural. It isan outlet. 

The CuarrmMan. How long have you been in the onion business? 

Mr. Porrer. I have been in it about 9 or 10 years, since my father 
died. 

The Cuatmman. Since you have been in the business, have you 
ever heard of anybody cornering the onion market ? 

Mr. Porrer. I have heard of it, but I have never seen it. 

The CHatrrman. What would give rise to such statements ? 

Mr. Porrer. I think, Senator, there is a terrific feeling in the onion 
industry, much as there is in many other industries, that are not good, 
there has to be a scapegoat. And if somebody profits by other peo- 
ple’s misfortunes, they are the first one to point and say, “Well, that 
is manipulation, this is monkey business. This isn’t right. I am in 
the industry and I am losing.” 

But that does not necessarily mean that it is true. 

The CHarrMan. Very well. 

Do you have any questions, Senator Thye? 

Senator Ture. Yes. 

What would happen providing you had bought your futures and 
then if you had something that absolutely destroyed your crop right 
then and there, so that you had no opportunity to make deliveries ? 

Mr. Porter. Senator, it is my practice—that is not impossible. 

Senator Ture. That is possible? 

Mr. Porter. Yes, sir; that is possible. 

Senator Ture. Yes, sir? 

Mr. Porter. Yes. However, we go by history, historical facts. 
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Senator Tuy. That is right, but it can happen and has happened to 
many a grower ? 

Mr. Porrer. I have never known it to happen or seen it happen in 
the onion industry? I have never heard 

Senator Ture. You are not in flat country, you have reasonably 
good drainage. I have seen rains and hailstorms. I have seen rains 
where you could only see the tops of the onions and it stayed right 
there for a long time. 

Mr. Porter. I have seen it. 

Senator Ture. I have seen hailstorms that absolutely laid waste the 
entire field, and in a situation of that kind, what would be your 
problem ? 

Mr. Porter. If that happened, I would be in very, very bad shape. 

Senator Ture. How would your futures operate for you then? 

Mr. Porrer. Oh, it would not bea good situation. 

Senator Toye. Have you ever found it necessary to sell short ? 

Mr. Porrer. Yes. That as a hedger is my primary position at all 
times. 

Senator Ture. Have you ever found it necessary, instead of protect- 
ing yourself by buying, have you ever operated with the intent of 
speculating on that same market? I know that is within your pre- 
rogative, but I mean have you ever found it desirable to use the mar- 
ket in that manner? 

Mr. Porrer. As a speculation ¢ 

Senator Ture. Yes, sir; just in order to try to protect yourself—— 

Mr. Porrer. Yes. 

Senator Ture. As to the crop that you have grown or the antici- 
pated crop that you will harvest. You move along and buy just as 
the crop promises 

Mr. Porter. Yes. 

Senator Ture. In order that you will have protection there. If 
the market raises you have got your protection ? 

Mr. Porter. Right. 

Senator Tuyr. Have you ever gone along and done just the con- 
trary ¢ 

Mr. Porrer. No. No, sir; I never have. In other words, pur- 
chased for a speculative long, in other words ? 

Senator Ture. That is nght. 

Mr. Porter. No, sir. 

Senator Turn. You have made use of that market solely for the 
purpose, just the same as the grain dealers when a carload of grain 
is brought into the producer to sell, he may have storage in that 
building to accommodate that grain for several days until he gets a 
carload or several carloads for shipment ? 

Mr. Porter. Yes. 

Senator Turn. But immediately, when he has contracted for that 
bushel of grain, he, in like manner, will use the futures to protect 
himself for the grain that he has already paid out cash on ? 

Mr. Porrer. Yes; that is right. 

Senator Tuyrr. And when you have invested fertilizer and labor 
and you have paid your taxes on this land, or you paid your rental on 
it, you have the same responsibility to your own operation to try to 
safeguard, to protect yourself? 

Mr. Porter. Right, to protect my investment. 
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Senator Ture. If a storm or anything destroys it, then the market 
goes bad, you are hard pressed to make up the difference ? 

Mr. Porrer. Yes. Yes; that is true. But, Senator, I think you 
are taking definitely an exception, a very severe exception to the rule. 
We have an old gentleman who has farmed since there was the first 
spade of dirt turned over on our farm. And they have never had 
less than 50 percent of a crop. 

Senator Toye. You are growing in peat lowlands? 

Mr. Porter. On muck lands. 

Senator Ture. You never had a loss? 

Mr. Porter. We never had less than 50 percent of a crop and that 
was the exception, let us put it that way And I have actually taken 
a motorboat and gone over the tops of onions and looked down and 
seen onions in the ground there and, also, have seen the water go off, 
seen the onions harvested and marketed as late as February. And 
that was just 2 years ago in Laurence County. 

Senator Ture. You kept your fingers crossed and that was 
unusual ? 

Mr. Porter. They were my onions. 

Senator Ture. That was an unusual thing? 

Mr. Porter. Yes. 

Senator Tuye. I will say that that was unusual. I heartily agree. 
There is one sentence here where you say that you, the producer—I 
will say, we the producer—had better put more emphasis on, and that 
is for the Chairman, too, please : 

We very badly need to spend much more time and money on research to find 
new products and new outlets for these products. 

Mr. Porter. Yes, sir. 

Senator Tuyr. The entire legislative action here has been on appro- 
priation, authorization, to broaden your experimentation, expand your 
research, add more county agents, tell the farmer how to apply what 
has been learned in experimentation, as to the operation on the land, 
and you have never spent 15 minutes or 15 cents toward broadening 
the use of it in actual reality. It is by accident that you have 
broadened the use of it ? 

Mr. Porrer. Exactly. 

Senator Tuyr. Only as a result of the consumer’s demand did the 
retailer put up a package that the housewife could grab while she still 
had her handbag in the other hand ? 

Mr. Porter. Yes, sir. 

Senator Ture. I could not agree with you more than what you 
close off with there, because you cannot stop production. You cannot 
stop this know-how. As long as the Lord gives you sunshine and 
rain, you will continue to produce. I do not care how much the price 
goesdown. You live in hopes that it will be better next year. 

Mr. Porter. Exactly right, sir. 

The Cuarrman. Thank you very much. 

Mr. Porrer. Thank you. 

( Discussion off the record.) 

The Cuarrman. Is Mr. Baldwin present ? 

Mr. Vert Batpwin. Yes, sir. 

The Cuarrman. I have a letter here from Senator Charles E. Potter, 
asking that Mr. Baldwin, president of the National Onion Association, 
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be given an opportunity to answer questions that were proposed to 
some of the witnesses last week. And I wish to say, Mr. Baldwin, 
that you will be given that opportunity when we conclude the hearings 
tomorrow. 


Mr. Batpwin. Thank you, Senator. 

The Cuarrman. The committee wants all of the facts it can obtain. 

At this point in the record I desire to place the letter from Senator 
Potter addressed to me as of this date. 

(The letter referred to is as follows :) 


Unrrep States SENATE, 
Washington, D. C., March 24, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate, Washington, D. C. 


My Dear Mr. CHarkMaANn: In connection with the hearings now underway on 
S. 778 and 8. 1514, Mr. Veril Baldwin, president of the National Onion Associa- 
tion, has expressed deep concern over the failure of witnesses testifying in favor 
of this proposed legislation to answer more concisely and more clearly a number 
of the questions you propounded. 

Mr. Baldwin believes that in the interest of making the record absolutely 
clear on this legislation, it would be most helpful if he could be permitted to 
present additional brief testimony. 

As you know, I am gratified that your committee is conducting hearings on 
this meritorious legislation and I am most appreciative. I will appreciate it 
very much if careful consideration be afforded Mr. Baldwin’s desire to furnish 
additional testimony. 

Warm personal regards. 

Sincerely yours, 


CHARLES E. Porter. 
The Cuarrman. The next witness is Mr. Weinberg. 


STATEMENT OF MICHAEL WEINBERG, PRESIDENT, WEINBERG 
BROS. &. CO., CHICAGO, ILL. 


Mr. Werneerc. My name is Michael Weinberg. I am president of 
Weinberg Bros. & Co., a wholesale poultry, butter, and egg firm. We 
have been in business in Chicago for almost 70 years. 

My firm also is a brokerage house on the Chicago Mercantile Ex- 
change. We handle future orders for customers. We do not trade in 
onions for our own account. 

I am also president of the Central Cold Storage, a public cold stor- 
age with a capacity at one time of 100 million pounds. We employ 
about 400 employees. Enough about myself. 

I am strongly opposed to Senate bills Nos. S. 778 and S. 1514. My 
reasons are as follows: I believe that onion trading, as handled by the 
Chicago Mercantile Exchange and regulated by the CEA, is of great 
value to onion growers and to the economy of the Nation. 

Years ago, before futures trading in onions started, a few big onion 
people controlled the market. They bought onions from the small 
growers at their own prices and then held the onions until the market 
was pushed higher. Now, with open trading, all producers have ac- 
cess to nationwide market conditions and can act accordingly. 

The Chicago Mercantile Exchange is progressive. When changes 
in onion rules are found necessary, those changes are made. Oddly 
enough, the very people who are clamoring for passage of the onion 
bills are some of the Merchantile Exchange’s best customers, using 
the exchange to protect their farm prices by hedging. 
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They would like to get complete control, however, by throwing out 
trading. If this were to happen, if these harmful bills would pass 
oe I hate to believe such shortsighted action could take place), 

believe the onion market would be chaotic. Why? Because with 
modern ideas in raising onions, too many onions would be grown with- 
out the small oniongrower having a place to hedge his product. 

Also, speculators would be eliminated and in modern business spec- 
ulators are necessary to bear the risks of price changes. 

When Hitler was in power he kept repeating lies and innuendos 
until a good many people believed him. He created a hate campaign. 
The National Onion Association has also created a hate campaign. 
They are well organized. While trading themselves in the Chicago 
Merchantile Exchange, they will give you figures of how many onion 

owers have signed up against it. 

I believe that you gentlemen know that it is comparatively easy to 
stand on any street corner, or go from house to house and get people 
to sign for any cause, most of the time without even reading it. People 
will sign anything if the right approach is made. 

Finally, the American way of life is for free enterprise. If the 
onion people don’t like to trade on the Chicago Mercantile Exchange, 
let them stop trading. There are thousands of onion people who need 
the exchange to hedge their crops. If these bills should pass, and I 
can’t conceivably believe that they will, then other self-seeking men 
will try to legislate against the board of trade, the cotton exchange, 
the stock exchanges, etc., all down the line. We are one of the very 
few countries left where there is still freedom. 

Please, gentlemen, keep it that way. 

The CHatrman. You do not grow onions at all, you just trade 
in them ? 

Mr. Wernserc. That is right, sir. 

The Cuarrman. How long have you been in this? 

Mr. Wernzerc. I have been in business since 1922. 

The Cuarrman. You have heard of somebody cornering the onion 
market, have you not ? 

Mr. Werneere. I have heard of it. 

The Cuatrman. Is there any truth toit? Did you ever investigate? 

Mr. Wernzers. Yes, sir. 1 do not believe there is any truth to it. 

The Cuatrman. The testimony produced here last week is to the 
effect that the onion production is so small that it would lend itself 
to such a device. 

Mr. Wetnperc. May I answer that, Senator? 

The Cuairman. I wish you would. Iam taking the negative—I am 
trying to find out. 

Mr. Wernserc. I remember that you have asked that question sev- 
eral times. I should like to attempt to answer it in this way as to 
whether the onion crop is not too small. 

It is plenty large enough to trade in futures. And I would say “yes” 
for this reason, there are 35 million bushels of onions raised in the 
United States. 

Rye is traded on the board of trade and there is only between 15 
and 20 million bushels raised there. 

So I believe that the onion crop is large enough to trade in. 
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The Cuatrman. Well now, do you know of many farmers—you have 
mentioned the members of this organization—are there many of them 
who use the facilities of the mercantile exchange ? 

Mr. Werneere. Yes, sir; I know of many of them that do. We 
handle a good many of them. Hundreds of cars a year. 

The Cuarrman. Do you know whether or not those for whom you 
handle contracts are some of the people who are now asking that this 
law be enacted ? 

Mr. Wernzere. Yes, sir; we have handled trade for people asking 
for this law to be passed. 

The Cuarrman. What could be their object ? 

Mr. Wernserc. They would like to get the business back themselves 
where it was before. Yousee, the onion business 

The Cuatrman. I know, but where was it before? 

Mr. Wernzerc. Before there was a mercantile exchange handling it. 

The Cuatrman. I understand that. AsI recall, they were told that 
by ~~ onion trading under the commodity exchange, that they 
could better themselves. That is why they consented to come under 
the exchange back in 1955. Evidently, they do not think it has worked 
out as well as was anticipated. What would occur if you take it from 
under them? Would it go back to the old style? 

Mr. Wernzerc. If trading in onions was discontinued ? 

The CHarrMan. Yes. 

Mr. Wernperc. I think we would have a chaotic market, because of 
hundreds of cars that we handle for people that are growers. They 
need that price insurance, to begin with. 

I am not familiar with figures of the costs of raising onions, because 
I have never done it. Most of the things I know about onions I have 

heard from growers. But if it costs X number of dollars to buy 
insecticide, fertilizer, onions, and the labor to put them in the ground. 
They cannot take the chance, that is, the onion grower, of growing 
thousands of bushels of onions without protection. They need the 
mercantile exchange. If it was not for the fact that they had the 
exchange, a good many of them would have to go out of business. 

The CHarrman. Of the thirty-odd million bushels of onions pro- 
duced per year, would you venture an estimate of how much of that 
production is produced by growers who take advantage of the mer- 
cantile exchange in Chicago? 

Mr. Wernezerc. If I did it would be a guess. I really would not 
know. I think it would be up to the man that had more experience in 
raising onions. 

I would guess, sir, that 50 percent of the onions raised in the United 
States are hedged. 

The Cuarrman. You mean by the growers? 

Mr. Wernzsera. By the growers, or by people who buy from the 
growers. 

The Cuatrman. Thank you. 

Mr. Werneerc. Thank you. 

The Cuatrman. Mr. Liebenow is next. 
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STATEMENT OF ROBERT C. LIEBENOW, PRESIDENT, BOARD OF 
TRADE OF THE CITY OF CHICAGO, CHICAGO, ILL. 


Mr. Liesenow. My name is Robert C. Liebenow, and I am president 
of the Board of Trade of the City of Chicago. I reside at 700 Laurel 
Avenue, Wilmette, Ill., and my business address is room 568, 141 
West Jackson Boulevard, Chicago, Ill. 

I should first like to thank this committee on behalf of the Chicago 
Board of Trade for allowing us the opportunity to express our views 
and opinions. 

The Board of Trade of the City of Chicago is composed of 1,422 
members located in 37.States and 12 foreign countries. It is a com- 
modity exchange providing a market place where farmers and their 
representatives and consumers and their representatives meet to buy 
and sell agricultural commodities. It does no buying or selling. 

The chief function of the exchange as well as the chief function of 
any commodity exchange is the recording and dissemination of the 
continuous flow of market prices established by the buying and selling 
of futures contracts. When I say the exchange records price informa- 
tion, I am reminded of the similarity with an electrocardiograph. 

With this machine, the doctor records the beat of the heart. With 
our machine, we record the beat of the market. While the doctor 
interprets the electrocardiogram, the exchange makes no such inter- 
pretation, but, instead, disseminates price information to those persons 
who exercise their judgment in determining whether the market will 
advance, decline, or remain static. 

This price information, which is quoted daily by press and radio, 
is of great service to our economy since it is used by farmers, mer- 
chants, processors, distributors, Commodity Credit Corporation, and 
many others as a basis for buying and selling cash commodities as 
well as for pricing products and byproducts. 

By studying this price information, the farmer is continuously 
adjusting his operations so as to increase his income. How well he 
applies this price information helps to determine the extent to which 
he profits and contributes to our economic system. This price infor- 
mation also enables the farmer to determine whether he should pur- 
chase new or additional equipment or repair a barn as opposed to 
building a new one. In the same manner, the manufacturer and 
handler of farm supply items uses this price information, coupled 
with indicated demand, to determine whether he should expand or 
cut back production. 

There frequently is some dissatisfaction with this price informa- 
tion for when prices are up a buyer is dissatisfied and when prices 
are down a seller is dissatisfied. No exchange can alter this situation, 
however, any more than the electrocardiograph can make a weak 
heart sound strong if such be not the case. 

The Chicago Board of Trade has futures contracts for wheat, corn, 
oats, cotton, soybeans, and soybean oil, soybean meal, rye, lard, cot- 
tonseed oil, and grain sorghums. In addition, a substantial quantity 
of cash corn, oats, soybeans, rye, and barley are bought and sold on 
the floor of this exchange. 

Although the Chicago Board of Trade has neither futures trading 
facilities nor cash trading facilities for onions, it is concerned by an 
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amendment to the Commodity Exchange Act which would abolish 
futures trading in this commodity and it is with respect to this 
amendment that this statement is presented. 

Futures markets for grain and cotton date from the early 1860's 
and 1870’s. To be more specific, the Board of Trade of the City of 
Chicago was formed in 1848, chartered by the State of Illinois in 
1857, and adopted rules to recognize futures trading in 1865. 

Futures trading in cotton was commenced at the New York Cotton 
Exchange in and ar ound 1870, and the dissemination of continuous 
grain and cotton price information through futures trading is con- 
sidered by many to have contributed greatly to the broadening and 
expansion of these markets. 

I must be frank and admit, however, that with the advantages to 
agricultural marketing through futures trading there also came some 
disadvantages br ought about by sudden and unreasonable price fluc- 
tuations caused by attempted price manipulation and corners which, 
in my opinion, w ere fostered by the lack of communications for dis- 
seminating price information, crop conditions, weather reports and 
so forth. 

Farmer and congressional protests directed to these conditions, 
coupled with falling prices in 1907, meena: increasing demand for 
legislative action to such an extent that some 25 bills were introduced 
to the 60th Congress and some 40 bills were introduced to the 62d 
Congress. Most of these bills were designed to seriously restrict and 
prohibit futures trading instead of attempting to regulate it. 

World War I interrupted the demand for regulation of grain ex- 
changes but the economic setback of 1920-22 fanned a new flame for 
legislation and the Grain Futures Act of 1922 came into existence. 

Although some thought the regulatory powers granted by the Grain 
ee Act were too limited, such was definitely not the case, for since 

22, futures markets have been required to meet certain standards in 
aaa to be licensed by the Secretary of Agriculture, and exchange 
members have been required to keep proper records and make pre- 
scribed reports. In addition, the law also contained general prohibi- 
tive measures against price manipulation, attempted corners, and 
other abuses. 

The 1933 price collapse, together with the other economic ills of 
the early thirties, helped the Grain Futures Administration bring 
forth new amendments by which the name of the law was changed 
to the Commodity Exchange Act, regulatory powers were greatly ex- 
tended, and other commodities were placed under its jurisdiction. 

Most important for this discussion, however, was that part of the 
amendment which authorized the fixing of limits for speculative 
trading by any person and the provision that violations of the act 
for price manipulation and market corners could be dealt with as 
criminal offenses. 

I might say that a former Administrator of the Commodity Ex- 
change Act has indicated he is of the opinion that speculative limits in 
addition to the required daily reports from large traders have proven 
effective regulatory measures in limiting the ace cumulation of the lar ge 
positions which are absolutely necessary for manipulative oper ations. 

The Cramman. Do you believe in that connection that the various 
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exchanges are capable of determining rules and regulations for their 
own guidance ? 

Mr. Liepenow. Yes, sir. 

The CuamMan. Because I remember 2 or 3 years ago, attempts were 
made here to let the Department write rules and regulations. Of 
course, I opposed that vigorously and as Mr. Henican stated this 
morning, I have always been an advocate of these exchanges properly 
handled. I think that the farmers benefit by them. 

Now the question : Do you see any difference i in the handling of these 
commodities, the futures trading of onions, in comparison with any 
other commodity that is now under the j jurisdiction of the Commodity 
Exchange Act ¢ 

Mr. Liesenow. Fundamentally; no, sir. 

The CuarrMan. Fundamentally not? 

Mr. Lirsenow. No, sir. 

The CuHatrMan. In other words, the size of the crop, the fact of its 
perishability would not enter into the picture ? 

Mr. Lirsenow. No, I do not think those are dee iding factors in any 
way whether or not there should be futures trading in any of them. 

The Cuarrman. Those are the two main arguments ? s! 

Mr. LieseNow. Those have been cited ; that is right. 

The Cuarrman. Cited as the two main arguments for prohibiting 
futures trading in onions. 

Mr. Lizsenow. That is right. 

The CHatrman. It is on markets under the jurisdiction of the 
Commodity Exchange Act ? 

Mr. Liesenow. First of all, let me say that I feel that the com- 
modity exchanges themselves are capable of regulating and policing 
their own activities. In addition, there is, also, a Compiality Ex- 
change Act by which the Administrator of the act has rather full 
and complete ‘authority, as I have indicated in this statement, which 
is the backstop so far as the commodity exchanges are concerned. 

And, as I have said, the former Administrator of the Commodity 
Exchange Act has said that he is of the opinion that speculative 
limits, in addition to the required daily reports, which are set forth 
in the CEA, have proven effective regulatory measures in limiting 
the accumulation of the large positions which are absolutely neces- 
sary for manipulative operations. 

The CuarrMan. Proceed. 

Mr. Lizsenow. The 1936 amendment also extended regulations to 
deal with improper brokerage practices and abuses and brought about 
the registration of all persons engaged in the solicitation of regu- 
lated commodity futures including brokers. It also set up the 
periodic audit and segregation work of the CEA. 

Records indicate that “penalties provided by the act have been im- 
posed on brokers, traders, and brokerage houses for improper 
practices. 

Furthermore, there is presently pending an action that can result 
in the revocation of the license of the board of trade of Kansas City 
for failing to comply with the act. 

The CuatrmMan. That is under the present law ? 

Mr. Lirsenow. That is right. 
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The Cuarirman. It is not under rules and regulations written by 
the various exchanges? 

Mr. Lirzenow. No, sir; that is correct. 

I hope this brief résumé and history of the Commodity Exchange 
Act will convince you gentlemen as it has convinced me that the au- 
thority contained in the act enables the Administrator to cope with 
any situation, problem, condition, or emergency that can arise. 

The Cuatmrman. Under the present act, do you think it would be 
ossible for any group of people to get together and corner the mar- 
et on any commodity ? 

Mr. Lizsenow. Well, they could not do so individually. You are 
saying could a pool be formed, could all of us in this room get to- 
gether ; I don’t think that can be done. 

The Cuarrman. It would bea conspiracy ? 

Mr. Lizsenow. That is right. That is definitely a conspiracy. 

The CuarrmMan. That would be against the law, and regulations, 
as I understand it ? 

Mr. Liesenow. Yes, sir; as a result of the reporting and as a re- 
sult of the reports that are sent in to the CEA daily, you could see a 
pattern developing. 

J. M. Mehr, former Administrator of the Commodity Exchange 
Authority, on March 3, 1953, told the Subcommittee on Agriculture 
Appropriations of the House of Representatives that— 

There is reason to believe that a much larger volume of speculation can be 


absorbed by a broad futures market, without disturbing prices than can be ob- 
sorbed by a spot market. 


He also stated: 


that speculation in commodities does not originate with the establishment of 
futures markets. Conversely, speculation in commodities such as wheat, cotton, 
and corn cannot be stopped by stopping trade in futures. 

In other words, the proposed amendment to the Commodity Ex- 
change Act will not eliminate speculation in onions but will, instead, 
shift speculation from the futures market to the cash market where 
neither the Commodity Exchange Authority nor a commodity ex- 
change has jurisdiction. 

Perhaps it would be well to mention that futures markets have 
some advantages over cash markets as systems for speculation. 

First, contracts at futures. markets can be guaranteed against 
financial failure to comply. 

Second, futures markets are much broader markets for risk and 
are therefore likely to get risks carried cheaper than the cash market. 

Third, futures markets are much more liquid than cash markets 
and result in a smoother price surface. 

Fourth, futures markets can be supervised while cash markets 
cannot. 

Fifth, futures markets have a central market place such as a com- 
modity exchange for the recording and dissemination of price in- 
formation. 

I feel that exchanges represent an organized speculative system 
as contrasted with the monopolistic. Put an end to organized 
exchange markets and it will inevitably follow that the marketing 
of agricultural commodities will soon be under the auspices of some 
monopolistic system for monopolies have their method of protecting 
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capital against the hazard of price fluctuations just as commodity 
exchanges have theirs. 

Thank you. 

The Cuarrman. Well now, to what disadvantage would the aver- 
age producer of onions be put, if at the time of the digging of the 
crop he has no money to pay the creditors; that is, those who fur- 
nished fertilizer, and ait and other things, to what disadvantage 
would he be put if there were no way by which he could hedge on it ? 

Mr. Liesenow. Let me give you two illustrations of that. 

The Cuarrman. I would like you to give us that. 

Mr. Lizsenow. I am not an expert in the onion market. 

Let me say that people I have talked to, so far as the wheat market 
is concerned, after World War I when the board of trade was closed, 
this gentleman happened to be a buyer for Jackson Grain Co., and 
he was instructed to pay the farmer 14 cents a bushel less for wheat 
inasmuch as there were no facilities at an exchange, to wit, the Chi- 
cago Board of Trade by which he could hedge. In other words, drop 
your price to the farmer 14 cents a bushel less. 

So far as soybeans are concerned and oil and meal, those three com- 
modities are all subjected to futures trading at the Chicago Board of 
Trade. Both the oil market and the meal market are relatively new. 

And it used to be that the processors would in turn hedge their risks 
in the cash market and some of these contracts would change hands so 
many times that some of the buyers got to the spot where they would 
say they would only buy a contract once removed from the processor. 

In addition, in order to get people who would take these contracts 
they would drop the price, in other words, they would discount, they 
would sell them forward. That, in turn, would be passed back to the 
farmer. 

Some people estimate that as far as the soybeans are concerned in 
Illinois there was around a 12- to 17-cent figure by which the farmer 
was in turn paying as a result of the processor of soybeans into oil 
and meal not having a future exchange by which he could hedge his 
risk. 

The Cuarrman. I think the testimony disclosed last week indicates 
that most of the onions were retained by the farmer. It is evident to 
me, I believe, that the farmer himself most have retained the onions 
in the hope that he could get a better price for them. 

Would you agree to that ? 

Mr. Liesenow. I would say that would be right; yes, sir. I would 
imagine so. 

The Cuarrman. If he held them too long? 

Mr. Lirsenow. Of course, he was, therefore, speculating, too, with 
onions. 

The Cuatrman. Yes. 

Mr. Lizsenow. In my opinion he was speculating. 

The Cuarrman. I asked that question 2 or 3 times, and I would 
like to gather a definite answer, and Mr. Baldwin who is present here 
is going to appear before us tomorrow again, and I would like to have 
that definite answer, how those farmers could be protected. 

Mr. Liesenow. As I have tried to bring out, you can speculate in 
the cash market just as well as in the futures market and you can 
speculate by hanging on to the cash commodity and not selling it. 
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The Cuarrman. In other words, the point is that even though this 
bill, if it were enacted, would not prevent the farmers from retainin 
their crops and taking a chance on the market going up, if they helid 
the commodity ¢ 

Mr. Lizsenow. They still have that. 

The Cuarmman. That is what I am saying. 

Mr. Lizsrenow. That is right; yes, sir. 

The Cuatrman. I would like to have that definitely explained as 
to how it would change the situation, that now prevails which gives 
the farmer the opportunity of doing what he pleases. He can hedge 
if he wants to, he does not have to, if he does not want to? 

Mr. Lirsenow. I think it would change it very drastically, but 
another way. 

The Cuatrman. Thank you. 

Mr. Lizsenow. Thank you very much. 

The Cuatrman. The next witness is Mr. Haney. 

Mr. Harris. I have a wire from Mr. Haney which says: 

Sorry on account of business pressure at that time regret will be unable to 
attend hearings in Washington on the 24th and 25th. Good luck. 

Dwicut HANEY. 


We have Mr. John Dyk that we would like to substitute for him. 
The Cuarrman. Allright. Step forward, please. 


STATEMENT OF JOHN DYK, HUDSONVILLE, MICH. 


Mr. Dyx. My name is John Dyk and I reside at Hudsonville, Mich., 
raise about 125 acres of onions in Grant, Mich., which is one of the 
largest onion-producing areas in Michigan. In the early years of our 
farm operations, when I was a child my father raised only a few acres 
of onions, which produced at that time about 500 bushels per acre. 
On a farm of 6 acres he raised a family of 5 children. Today we 
raise about 125 acres of onions, which can yield as high as 1,200 bush- 
els per acre. We received an award in the State of Michigan for 
producing the second highest amount of onions per acre. We know 
our onions. This increase in production is due to modern methods 
of farming, such as better seed, fertilizer, and modern equipment. 
This progress has not always been a blessing from a price point of 
view, but we cannot go back to what the big dealers call the good 
old days. 

Now I want to go away from my script here a minute. What do 
we mean by the “gold la times”? I understand those “good old 
times” was when a few dealers had practically control of the onion 
situation. And I will just give you one example, to be short. 

The Cuatrman. That was prior to 1955? 

Mr. Dyx. Prior to the futures market. 

The CuarrMan. Prior to 1955? 

Mr. Dyk. No, prior to 1942, when the futures market—— 

The CHatrman. Oh, yes. 

Mr. Dyk. I know of a group of dealers that conspired after this 
fashion—and I think “conspired” is probably the correct phraseology. 
They were in one State, and they wired to the State of Michigan 
through a certain buyer they had in a certain small town. And in 
those days the wires came into the depot. It was supposed to be con- 
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fidential, but that confidential information gets around the commu- 
nity in about 5 minutes after he received the wire, and it read like 
this: “Market looks weak—do not buy any onions”. Then down the 
line, another producing section, the same _Inessage. “That was his sig- 
nal to go in the country and pick up onions. So he would go in the 
country, and he would have the telegram, and everyone else would 
know about that telegram: the market condition looked bad. So this 
wire went out, and he purchased probably 40 cars of onions, and a 
few days afterwards the market looked different. So who benefited 
by it? It was just the big grower, and he had all the little growers as 
apawn. He had their onions. 


Now that is not just a make-up story, that is the truth. That is 
what we call the “good old days”. 

But today every grower is the best informed grower in the world. 
We get these daily reports from the market news service, and also we 
get the daily markets from the Chicago futures market. 

The Cuarrman. That is what I was going to point out. The 
service is not furnished by the exchange, you get it from the Depart- 
ment of Agriculture ? 

Mr. Dyk. Get it from the Government. That is all you do, you 
have to request it. That is all the fees that are included—there are 
no fees. 

The Cuarrman. Yes. Well, so that with this information coming 
from the Department of Agriculture, do you think it would be pos- 
sible for a situation to dev ‘elop like that which you just described ? 

Mr. Dyx. In those days it has happened. 

The CHairMan. I mean now? 

Mr. Dyx. No. If the farmer wants 

The Carman. I mean, exclude the exchange. 

Mr. Dyx. We will stay away from the exchange. If a farmer 

wants to be informed, he can read those daily reports, which give the 
market in all the leading cities, and from there on he has to use his 

.own 

The Cuatrman. So he is better protected, not because of the exist- 
ence of the exchange, but because he is getting better information 
from the Department of Agriculture ? 

Mr. Dyk. He is better informed now, not because of the Govern- 
ment report, but the exchange has a broad view of the market, the 
exchange is in touch with every producer in the market at all times. 
But with a combination of the two, I say we are the best informed— 
we are better informed now than we were in former times. 

I will go back to my script. 

We must meet this progress in production, with all the factors that 
go along with such progress. One of the factors is overproduction. 
My father always taught us that our produce raised must be sold. 
This was made possible through the futures market, of which my 
father had no knowledge, because there was none. it the crop was 
good, it might be a curse rather than a blessing, because at harvest- 
time we had to ac cept the price offered by the big dealers who told you 
about the overabundance of onions, and paid you in accordance. You 
had no other way of knowing what the market was at that specific 
time. With the coming of the futures market many of these problems 
were solved. We can now sow our seed, and do all things necessary 
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for the production of a good crop. During this seeding and growing 
period money is necessary, and the farmer desires some assurance that 
he will get his cost of production. In my early years this was impos- 
sible, but today through our futures market that has become possible. 
Today I can sell on the futures market enough of my onions to insure 
my cost of production, and that has been true since the d: ay the future 
market was introduced in 1942. Anyone with a small bit of intelli- 
gence can see the health of such an operation. The farmer wants 
some insurance for his blood, sweat, and tears, and there is no other 
place to get it except on the futures market. May I repeat that the 
condition under which my father operated was far less secure than 
the condition of today with the futures market. People who blame 
the futures market for these sharp fluctuations in price are dishonest 
in the face of the history of the onion market. I have lived to see 
farmers in the early days refuse $4 per 100 pounds and dump them 
a short time afterward because there was no cash market. The same 
person can hedge his onions for a price he deems necessary to cover 
his cost of produc tion, and then watch the market to see if it will go 
higher. If the crop shows short, he can pick up his hedge and get 
a premium for his onions. If the crop is long, he has his cost of 
production. 

Now today, I mean, this season we had an unusual situation. This 
sharp up in the onion futures was due to an act of God by the weather 
we had in Texas. Now I will give you an example of the benefit this 
had for us. 

We had our onions hedged previous to this Texas weather condi- 
tion at a lot cheaper price than what the market is today. But there 
is no other alternative, and I will just tell you what we did. When 
we saw that this Texas onion crop was going to be delayed as long as 
it was, we took in our hedges at a loss. ‘But “also, the cash market had 
gone up considerably in favor of this Texas condition, which gave us 
an opportunity to hedge our onions again at a considerably higher 
price, which we did. Then we marketed our onions against our heldge. 

These are the plain facts about the onion farmers and future trading. 
I have met many farmers who complained about the future market, 
but also found that they did not use it for the purpose designed. They 
became speculators, and when they got hurt they began to weep. I 
have met no farmer who used it as many others do, who every found 
fault with this form of securing price for a crop. The big dealers have 
tried, and quite successfully, ‘to persuade the farmers that the low 

rices of onions was due to the futures market. The truth is that 
if the futures market is eliminated, the farmer is once more at their 
mercy and has gone back over 25 years in marketing facilities. There 
will be no agency that can give him an independent view of the possible 
market, and he will be 4 victim of the big dealers, under whose regime 
most of the small growers went bankru t. 

My experience over the years has been, as a farmer, that we have 
today some price insurance, a more orderly market, and a et 
per iod in which to sell. I am not a speculator, I grow and dea li 
onions. If I speculate I must take the chances, and not cry if In m 
hurt. And I as a farmer am happy that we have that vast market 
where investors will take a chance. Every farmer who grows his 
onions, hedges them for crop insurance, and then sells them, should 
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be happy to have this great market. When onions go down on the 
board, it is the specul: ator who dumps them and the farmer has his 
money. It seems strange to me that any grower could be opposed, 
while it is plain to me that the big oper: ‘ators should be opposed. 
May we never get those days back. 

The futures market does not govern the Texas onions which come 
in after our northern onions are gone. Yet the fluctuations on that 
market are even greater because there is no control by a futures 
market regulating the daily price fluctuation which is 35 cents per 
bag, either way, and these limits are set by the mercantile exchange. 
Now Texas onions we have known to fluctuate as much as $1.50 in 2 
days. That is a 50-pound bag. But the Chicago Mercantile, has set 
limits at 35 cents either way in 1 single day. That i is, the futures mar- 
ket permits no decline over a set amount of decline. 

Weather, and the law of supply and demand, has the sole control 
over Texas onions, and yet witness the fluctuations. This should be 
indelible proof that the futures market is not to blame, because there 
is no future market for Texas onions. 

Yet, may I again insert this idea: When the price of onions has 
fluctuated and gone high, I can call by telephone, hedge my onions, 
and go to sleep « on the knowledge that my labor has not been in vain 
as an onion grower. 

Overproduction has been our problem. The Government has sug- 
gested a cut in the onion acreage. This must be voluntary action on 
the part of the grower. If we as erowers fail to do this, we cannot 
blame the futures market for our o\ verproduction. The law of supply 
and demand is fundamental even in the life of the onion. For in- 
stance, if the crop by Government report is short, the speculator will 
never sell the market down, but will create a higher market for the 
farmer 

The futures market like every business, church, and so forth, is 
made up of men who have all the selfish traits of mankind. Abuses 
there have been, and those are corrected and should be corrected by 
law and regulation, that is why we have the CEA, and the onion 
amendment to this bill. 

We have in the futures market a good servant to the farmer, but 
sometimes he needs to be shaken up in order to give the best service. 
The futures market is always there for the farmer to use or not use. 
When the price is high and profitable some farmers still refuse to 
sell. This is like leading a horse to water but you can’t make him 
drink. 

Gentlemen, I have stated this proposition from the viewpoint of the 
grower. To me the elimination of the futures market is the road 
backward and not forward. It is the guaranty to the little farmer 
that he can operate a free independent enterprise outside the group 
of the big dealers. 

This is the priceless heritage of the American farmer: the right to 
grow and sell his products. To take away the service given by the 
futures market would only open up control ‘by and for the big dealers. 
If we believe in equal opportunity for all, preserve this market for 
the little independent growers. 

Now, I have something here that I do not have on my script. I 
would like to refer you to ‘the report given by the National Onion Asso- 
ciation in their last report. 





312 ONION FUTURES TRADING 


They reported holdings of 1,701,000 bags of onions on hand. Our 
normal consumption today is figured between 150 to 165 cars a day, 
equaling 600 bags to a car. 

We use 150 cars per day as a consumption, for example. Times 
that, by 600 bags, and you have 90,000 bags a day, times 6 days a week, 
which will give you 540,000 bags we normally consume in a week. 
And take, for example, we use 3 weeks, we ship 3 weeks out of the 
month of March which will give us 1,620,000 bags of onions consumed. 

Our shrinkage this year has been exceptionally high. I figure the 
shrink at 20 percent, and 20 percent of this figure of 1,620,000 gives 
us 340,200 bags of shrink. 

You add those two together, and you should have been out of 
onions, and we have 1,960,000 bags of onions; and we should have 
been out of old onions, but there are still old onions available, I will 
assure you. 

So, all kinds of attacks have been made, and I do not think they 
always have been the truth. 

That is all I have. 

The Cuarrman. Well, how long have you been in the onion business ? 

Mr. Dyrx. I have been in the onion business 22 years. 

The Cuarrman. Twenty-two years. 

Well, now, how did you handle your business prior to onions being 
placed under the Commodity Exchange Act ? 

Mr. Dyx. We just had to sell them to whichever dealer we could 
sell them to and at the market price. 

The Cuairrman. Well, now, do you buy onions other that those that 
you produce yourself ? 

Mr. Dyk. Yes; we do. 

The CuatrrmMan. How much? . 

I mean, in other words, what percentage do you buy ? 

Mr. Dyx. Oh, the percentage is small. 

I would say that we do not buy over 100 cars outside of what we 
grow. 

The Cuatrman. How many cars do you grow ? 

Mr. Dyx. Approximately—this year we grew about 100 acres of 
onions. We had 25 acres of onions that drowned out. But normally 
we handle 250 cars per year. 

Th Cuatrman. That is 100 that you 

Mr. Dyk. Two hundred and fifty cars. 

The CuatrmMan. That you produce yourself? 

Mr. Dyx. No. We produce about 125 acres, normally. 

The Cuairman. One hundred twenty cars, and you handle 100 cars 
aside from that ¢ 

Mr. Dyx. Approximately, say, 100 cars besides—— 

The Cuarrman. Now, you say that prior to the establishment of 
the present trading on the exchange, where producers as well as 
handlers of onions could deal in futures, the larger mercantile estab- 
lishments, people who dealt in onions, could go out and buy from the 
farmer at almost whatever price they wanted to give to them. 

And you figure that under this present setup, that could not 
happen. ¢ 

Mr. Dyk. Let me say it this way: 

If you want to be informed—no, it would not happen if you want 
to be informed. You can make them pav vou the market. nrige 
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The Cuairman. In other words, there is less chance 

Mr. Dyk. There is less chance of him coming to you and saying, 
“John ; 

The Cuarrman. Manipulating the price? 

Mr. Dyx (continuing). “I will buy them for $2,” when the market 
is actually $2.50 a hundredweight. 

The Carman. In other words, the farmer today is better 
informed / 

Mr. Dyx. Yes. 

The Cyarrman. Through the exchange as well as through the 
Department of Agriculture? 

Mr. Dyx. That is correct. 

The Cuarrman. And they cannot undersell him, in other words? 

Mr. Dyk. The trouble with most of these people who are opposed 
to this, the onion futures, is due to the fact that they are speculators. 
They grow onions and they buy paper. 

Senator Tare. W ait, will you restate that? They grow onions and 
buy paper? 

Mr. Dyx. Well, say a small grower grows 25 acres of onions, but 
then he goes to the mercantile exchange and buys 15 more with it. 

So, in “other words, he has increased his crop from 25 to 40. So 
along comes a decline in the market. We will say he bought them for 
$2 a hundred 

Senator Tuyr. Yes. 

Mr. Dyx. Then the market, we will say, goes up to $2.25. He has 

made 25 cents a bag on his futures that he purchased. 

Senator Ture. Yes. 

Mr. Dyk. His other ones went up in value, too, but he did not 
hedgethem. So in his mind, on paper, he figures “My onions are worth 
so much,’ but along comes a ‘decline in the market which goes, we will 
say 50 cents below “that price that he purchased those onions for. He 
has lost 50 cents a bag on those 15 he purchased, and his other ones are 
worth 50 cents less, too. 

Senator Tuyr. He did not know when to sell ? 

Mr. Dyx. That is right. 

Senator Tuyr. He could have sold it when he took the 25-cent in- 
crease per bag and taken that as the cash 

Mr. Dyx. That is right. 

Senator Tuyr. And then he could have hedged himself on the other, 
is that it? 

Mr. Dyk. That is right. 

Senator Tuyer. But if he failed to sell and the market broke, then 
he could be actually sold out, could he not, if he did not put up some 
money to cover his futures? 

Mr. Dyk. That is right, but a farmer has no business speculating. 

I maintain that market 

The CuarrMaAn. Except with the weather. [Laughter.] 

Mr. Dyk. The weather is beyond the control of men, we all know 
that, but a farmer is a “speculator” is not the correct phraseology. 
But he speculates from the time he puts the seed in the ground until 
the ground is harrowed. 

Senator Ture. Do you ever use the mercantile exchange as a specu- 
lative instrument? 
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Mr. Dyx. No, I donot. 

Senator Ture. Have you ever? 

Mr. Dyx. ‘To “have I ever,” I have to say yes. 

Senator Ture. I thought you would, because you were smiling when 
I asked you the question. 

Mr. Dyx. I have to be honest with you. In this respect: Now last 
spring we had one entire farm that blew out, and that farm consisted of 
44 acres of onions which would produce, normally, we will just say 
very conservatively, 600 bags to the acre. So what I did, in order to 
cover that, my thinking was this “I will buy 10 cars of futures so if 
the market does go up, if more people have trouble, then I will have 10 
cars with a profit against those.” 

Well, what happened, the futures went down so we got out of our 
commitment and reseeded them and still came up with a fair crop. 
That was a chance I took, and we lost on it. But I do not complain. 

Senator Toye. Where do you grow? 

Mr. Dyx. We grow in Grant, Mich. 

Senator Ture. I see, and you can get blown out there too? 

Mr. Dyx. Yes. 

Senator Ture. Are you in a peat bog, peatland ? 

Mr. Dyx. Yes. , 

And I would like to clarify something. A little while ago some- 
thing was 

Senator Toye. Let me ask you this question before you go back and 
clarify. What would you do if you did not have the opportunity 
to hedge yourself on the mercantile market ? 

Mr. Dyk. I would not do any different than what we are doing 
now. We have a selling program, we are starting in the fall and we 
merchandise until our merchandise is finished. But the trouble with 
these people who are opposed to this futures market, they are specu- 
lators in two different ways. A grower has no business speculating. 
He speculates when he puts them in the ground 

Senator Tuyr. Now if you were only producing about 50 cars a 
year, could you afford to go on the market ? 

Mr. Dyx. Yes. 

Senator Tuy. How could you pay that fee? 

Mr. Dyk. Let me say this. Any grower that grows a crop, he does 
not grow in hedge, we will say, in November. Taking myself as an 
example, we do not hedge 100 cars in November. That is foolish. 
We have a practice that we never hedge over 20 percent of our crop; 
at such a time as we see a profitable price. We will just say, now 
that it is July and that the futures market is $2 a bag; to me that is 
very profitable for a November option. I would never sell more than 
20 percent because you do not know what weather we are going to 
have. So we would never get caught in that respect. 

Senator Tuyr. You would not stretch your luck and gamble that 
you were going to mature a good crop ? 

Mr. Dyk. That is against all ethics of good business, to do that. 
And that is why so many farmers are bitter against the futures market. 
It is not the use, but the misuse. 

Senator Tuyr. Well, how can the misuse do harm to an individual 
grower who is not on the market himself ? 

Mr. Dyk. Well, in what respect do you mean that? 
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Senator Ture. I am now talking about the man who did not make 
use of the futures, never has dealt in futures, but he is in here saying 
that it has hurt his business and that it has hurt the onion price and 
therefore he would like to see it knocked out because he has suffered 
a depressed onion market because of the future operations. Now that 
is the kind of a statement that many a good grower in Minnesota has 
told me. 

Mr. Dyx. I will give you an answer. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Mr. Dyx. Will you please repeat that question again ? 

Senator Ture (presiding). I beg your pardon ? 

Mr. Dyx. You asked me a question, to clarify that, about those 
growers who have the complaint that if they did not use the 
market 

Senator Tuye. That is right. There are those who have told me 
that they do not use the mar rket themselves and they have not bought 
futures, and therefore they have never made mistakes one way or 
another. But they are strong in their conviction that the mercantile 
operations were depressing the onion market and therefore they had 
suffered a loss because of the operations in futures on the whole 
onion market. 

Mr. Dyk. I am a grower, and I live with growers, and I know how 
growers act t and react. I will give you some concrete examples. 

There were growers that 2 years ago had offers of $36,000 for their 
entire crop. They never had to touch them. Now what does that 
grower do? 

Senator Toye. They must have done something. 

Mr. Dyx. No; he did not. 

Senator Toye. You mean they did not put the onions in ? 

Mr. Dyx. He did not sell them. 

Senator Ture. You say he did not touch them. He must have 
planted them or he would not have onions. 

Mr. Dyk. You do not understand me. He had them harvested. 
He had them in his warehouse. 

Senator Ture. Yes, sir. 

Mr. Dyx. The man offered him a check for $36,000. 

Senator Ture. Well, now, how much would that have been per 
hundredweight ? 

Mr. Dyk. He offered him $1.75 a crate, which I would say is equiv- 
alent of—we will use 50 pounds to a crate—— 

Senator Ture. Yes, sir. 

Mr. Dyx (continuing). And we will say 15 cents for grading them. 

Senator Tre. I see. 

Mr. Dyx. We will just assume they were in his crates and in his 

varehouse. 

Senator Tuyr. Yes, sir. 

Mr. Dyx. And we will assume that he had 10 percent shrink, so 
that would be 18 cents worth of shrink. 

Senator Tyr. Yes, sir. 

Mr. Dyx. That would be 18. That would be $2.08 a package, and 
he would not have to do any work. 

Senator Tuyr. That would be a 50-pound bag? 
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Mr. Dyk. That would be a crate. That is a field crate before 
grading. 

Senator Turn. Well, is a field crate the equivalent of 50 pounds? 

Mr. Dyx. A field crate holds between 55 and 60. 

Senator Ture. Fifty-five and sixty pounds. 

Mr. Dyx. The size cratesthat we use. It varies. I will say between 
50 and 55 pounds. 

Senator Tuyr. You would figure that to be how much a hundred- 
weight ? 

Mr. Dyk. Over $4 a hundredweight. This is $2.08 per crate. 


Senator Tuyr. You mean over $4 a hundredweight for those onions 
t > 
in his warehouse ? 


Mr. Dyx. In his warehouse. 

Senator Torr. And he did not have to handle them to ship 

Mr. Dyx. He did not have to do anything to them. 

Senator Ture. He did not have to worry about them breaking down 
in shipment or anything ? 

Mr. Dyx. All he had to do was hold out his hand and receive his 
check, and he turned his head away. 

And who did he blame? The mercantile exchange. And I can go 
on indefinitely 

Senator Torr. Wait a minute. 

What happened to him after he turned down that equivalent of $4 
a nundredweight for the onions? 

Mr. Dyx. I will tell you what happened to him. He got into such 
financial troubles he has first and second mortgages against him. 

Senator Tyr. Wait a minute. 

He turned down the $4 a hundredweight on his onions? 

Mr. Dyx. Yes. 

Senator Turn. He turned that down. Then he proceeded to sell his 
onions himself ? 

Mr. Dyx. He did not sell his onions. He missed the market later 
on. There was no market for his onions. He did sell them, probably, 
later on, for a pittance. 

Senator Tuyr. Anyway, the market broke, and he had at one time 
refused $4 a hundredweight. The market broke and then he was 
finally forced to sell them at a fraction of what he had been offered. 
So he disposed of them ultimately but he did not get anywhere near 
what he was offered, and then-you say he blamed the mercantile market 
for his hardship ? 

Mr. Dyk. They accused the mercantile market for their cash mar- 
ket going down. 

Senator Tarr. Well, what caused the cash market to do down? 

Mr. Dyk. That is something that I cannot give you a good, honest 
answer to. 

Senator Try. Did the cash market break late in the winter, or 
when the new crop came, or what broke it ? 

Mr. Dyrx. Well, it broke—the Texas onions did not have anything 
todo with it. It broke before that time. 

Senator Tryr. Well, if he had them in his warehouse itself, ob- 
viously, he had already harvested them. 

Mr. Dyk. He harvested them. 

Senator Taye. So you see, it had to be sometime in October. 
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Mr. Dyx. I would say it was later than October when he had the 
offer. 

Senator Ture. It would have to be sometime later, because the crop 
was in the warehouse and, therefore, it had to be late fall; and then 
it broke sometime in the wintertime 

Mr. Dyx. It broke later on in the winter. 

Senator Ture. Then he accused, or charged 

Mr. Dyx. The mercantile for the down in the market. 

Senator Tuyer. I see. 

Mr. Dyx. Now I am in disfavor with the people that testified here ; 
they are my good friends. They are my neighbors. I live with them 
every day. 

Senator Tuye. I live with some of these folks who have told me the 
market operation was no good for them, and that is the reason I am 
sitting here today. 

You know, we are quite a large committee here, but only the chair- 
man and I have been sitting here. 

Mr. Dyx. Now, if you have a piece of real estate which is worth 
$10,000 today, and a man offers you $12,000, and a week later the value 
goes down to $8,000, and you refused the profit, it is not fair to go to 
the Congress and ask for legislation to put the man out of business 
because you did not accept his offer. 

Senator Turn. Does that complete your testimony ? 

Mr. Dyx. Yes. 

Senator Toye. Thank you. 

The next person, as the chairman said, is W. Montgomery Harlow, 
vice president, Capital Management Associates, Springfield, Mo. 

Is the gentleman in the room here / 

Mr. Hartow. Y es, sir. 

Senator Toye. Mr. Harlow, I know that you are disappointed that 
the chairman had to leave for Congressman Long’s funeral, but we will 
make a record for him. 


STATEMENT OF W. MONTGOMERY HARLOW, VICE PRESIDENT, 
CAPITAL MANAGEMENT ASSOCIATES, SPRINGFIELD, MO. 


Mr. Harrow. My name is W. Montgomery Harlow. IL am vice 
president of the Capital Management Associates. 1 formerly worked 
with Longstreet-Abbott & Co. in St. Louis, Mo., as a ecommodity-price 
analyst. Both that organization and the organization which I am 
with right now are primarily interested in speculation in the com- 
modity markets. 

To my knowledge, I am the only person who has testified during 
these hearings as just a speculator. We do not grow, we do not 
store onions. 

Senator Tuye. Then what is your business ? 

Mr. Hartow. Speculating in the commodity market, speculating as 
to the price fluctuations in the grain markets, and in onion mar- 
kets—— 

Senator Tye. You represent a clientele then ? 

Mr. Hartow. Yes, sir; we handle individual trading accounts for 
individuals under power of attorney, and deal through separate 
brokerage firms. 
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Senator Tuyr. How many years have you been in the business? 

Mr. Harrow. I have been in the business now, actual business of 
commodity speculation, for 3 years. First, though, I had some 6 
years of training in commodity price ¢ analysis. 

Senator Tare. Are you in with a brother or father, or is this your 
own venture ? 

Mr. Harrow. No, sir; I am vice president of the organization and 
in charge of research. The organization is much more ‘extensive than 
just myself. J am not even a partner in the operation. 

Senator Ture. How many persons do you render service for ? 

Mr. Harrow. Some 55 different individuals. 

Senator Ture. Fifty-five? 

Mr. Hartow. Yes, sir. 

Senator Ture. And they are just in the market speculating—if not 
in onions, then in some other commodity ? 

Mr. Harvow. Yes, sir. 

Senator Taye. And they just work the markets ? 

Mr. Hartow. Yes, sir, just ne team The only interest-——— 

Senator Ture. And you have 55 

Mr. Harrow. Yes, sir. 

Senator Tuyz. And how many are you that engaged this service 
for 55? 

Mr. Hartow. Well, the organization is composed of eight indi- 
viduals. 

Senator Toye. Eight ? 

Mr. Harrow. Fight individuals, yes, sir. Mostly analysts. And 

as I said before, we handle the individual’s money under power of 


attorney, and have power to speculate for them in the commodity 
market. 


Senator Ture. Have you been successful ? 

Mr. Hartow. Yes, sir, we have. 

Senator THyr. Do you operate on the short side as well as the 
long ? 

Mr. Harvow. Oh, yes, sir, that has been quite necessary. 

Senator Tuyre. It ‘might | even be necessary for someone to do what 
is not wise—to make a profit to take care of what they made earlier 
in the day—isn’t that it? 

Mr. Harrow. I do not quite understand. 

Senator Tuys. If one had been exceedingly successful, he may be 
thrown into a very unfavorable bracket, and would it not be advisable 
to operate on the other side to level off for that day ? 

Mr. Hartow. We do enter into tax spreads at i* end of the year, 
where we cannot carry over a portion of the preceding year’s income 
into the next fiscal year. 

Senator Ture. So that you can manipulate in that manner. Is 
it good 

Mr. Hartow. Well, you are manipulating income, you are not ma- 
nipulating the market, which is very different. 

Senator Tre. But, sir, what may be soup to one might not even 
be gravel to the other, you see. Because when you are unloading some- 
one’s excess in profits, would it be to the advantage of the market 
for that particular day ? 

Mr. Harrow. It is neither an advantage or disadvantage to the mar- 
ket. You enter into a spread, for example, a wheat spread, long May 
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wheat against short July wheat, enter into it sometime in November, 
and December 31 you take off for the loss side, so that counts on the 
loss side of the ledger. 

Senator Tuyr. Are there many corporations like yours engaged in 
such business ¢ 

Mr. Hartow. To my knowledge there are only two that handle in- 
dividual accounts for people and trade them on a power-of-attorney 
basis. 

Senator Tuyr. Where is the other located ? 

Mr. Hartow. The other is located in Clayton, Mo., a suburb of St. 
Louis. 

Senator Torr. And yours isin Springfield ? 

Mr. Hartow. Springfield, Mo. 

Senator Tuyr. How does it happen that Missouri is so fortunate 
to have you gentlemen so well qualified # 

Mr. Hartow. Well, Missouri is a great agricultural State and 

Senator Tuyr. W ell, we will admit that, but we also have a good 
State in Minnesota, and w hy haven’t we someone operating in Min- 
nesota ? 

Mr. Hartow. None of the individuals in these organizations hap- 

en to benefit from being born in Minnesota, so we decided we would 
just stay home. 

Senator Tuyr. Thank you, sir. I have asked you a lot of questions 
aside from your own testimony, but you sort of intrigued me with the 
side that you were on, the speculative side of the question, you see. 
_— may proceed in your own way. 

. Hartow. Thank you. 

Whe n I learned of this proposition to ban onion futures trading 
] was quite naturally puzzled by the reasons for such a proposal. My 
cur iosity led me to read the debate conducted by the House of Repre- 
sentatives before passage of this bill. I was astounded by the weak- , 
ness of the arguments in support of such a measure. 

The purpose of my appearance, here, is to show that all of the argu- 
ments presented were either based on incomplete factual data or were 
incorrect, exaggerated, or simply untrue. 

I wish to offer evidence gathered from my studies of the onion 
market and the onion industry, which will refute these felonious argu- 
ments and indicate clearly that there is no legitimate reason for pas- 
sage of the bill. 

Now I would like to look very closely at each of these arguments 
which has been brought out, and see if they represent any true causes 
for passage of this precedent- -breaking bill. 

Now, one of the prime arguments for passage of this bill was the 
reported overwhelming opposition of the onion trade—both the 
growers and the processers—to the onion futures market. 

Witnesses have appeared before this committee and before House 
committees, who claimed to represent some 95 percent of the onion 
industry. They seem to be of the opinion that since they are opposed 
to futures tr: ading and that since it is their industry, trade support 
of this bill alone is reason enough for its passage. 

Now, one group which has a vital stake in this industry, however, 
was conspicuous by its absence, and that group is the American con- 
sumer. 
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This group, although not a special-interest group, should be of 
special interest to the Senators in this United States, because these 
people are the spenders and taxpayers. The charge that I make 
now and which I will later prove is that the American consumer will 
again be sold down the river by the passage of this bill. He will 
pay through the nose in the form of higher prices. 

Only recently, the Consumer Price Index hit a new high. I think 
that it is time we started giving some consideration to the American 
housewife as well as to the special-interest groups such as the onion 
industry. 

The abolition of futures trading will create a situation where 
prices will be set as high as the traffic will bear. 

Senator Ture. You would not mind a little interruption ? 

Do you consider the man who grows it more special than yourself? 

Mr. Hartow. I would say this, Senator: that when any man or 
any group of individuals get together and attempt to fix the prices 
of a basic commodity, such as onions—and they are a basic com- 
modity—they affect the general economy of the Nation to such an 
extent, and harm it to such an extent, that they should not be the only 
ones hurt. 

Senator Ture. Well, then, who gets together and fixes it? 

Mr. Hartow. Well, it has never been denied by representatives of 
the onion industry, proponents of this bill. 

In fact, it is one of the reasons for this bill: so they will be able 
to set—or, as they call it—stabilize onion prices. 

Senator Ture. Do you think growers between New York and 
Michigan and Minnesota and Texas have a channel between one 
another so they know just what they are going to do tomorrow? 

Mr. Hartow. It is not inconceivable that they could have. 

Senator Turn. And therefore you do not put them in a class, that 
» special class; do you? 

Mr. Harrow. Well, sir, I can just say this: that when you do not 
have a free market and where there is not a free exchange of ideas, 
you leave the whole marketing system and structure open to collusion 
and monopoly, and it develops to the point where one or two large 
groups of processors, or groups of producers, can get together and 
actually establish or set the price of the commodity. 

And I would like to say this: that when any commodity price is 
set, artificially set, it is almost at all times either above the price that 
it should be or it is below the price that it should be, because supply 
and demand is a constantly fluctuating thing. It is never the same 
from one day to the next. 

Senator Tuye. I am sorry to have taken you from your script; so, 
if you will return to it, please? 

Mr. Harrow. Collusion, conspiracies, monopolies, corners, price- 
fixing, and other economic abuses too numerous to mention will 
abound in the industry. 

You can be certain, also, that while these high prices are being 
charged to consumers, there will be no corresponding benefits to 
farmers; and, in all probability, farmers will not be helped one bit by 
this legislation, contrary to what they have been led to believe. 

The destruction of futures’ trading would eliminate the free ex- 
change of information that is vital to the farmer in knowing just 
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what his oe is worth. The open and above-board price de- 
termining facilities of central markets would be replaced by arbi 
trarily set prices to both the consumers and farmers. 

It is easy to see why farmers, of course, have been quick to support 
this bill—if they are really supporting it. They are not receiving as 
high prices as they believe they should for their product. 

Naturally, they are disc ontented because the prices they receive 
have failed to rise in proportion to the cost of things that they buy. 
Of course, we know that this is not an unusual situation at all in 
this day and age. 

Senator Tuyr. May I inquire how long is your statement ? 

Mr. Harrow. Well, I do not know; I have not timed it. 

Senator Tuye. Just approximately how long? 

Mr. Harrow. I would say about 8 minutes ? 

Senator Ture. Thank you. 

Go ahead. 

Mr. Hartow. This is not an unusual situation today, with the cost 
of things you buy being higher than the prices that you receive from 
your commodity. It holds true for producers of virtually every 
major commodity and we see it in industries. But the onion growers, 
being poorly informed and having, as far as I can tell by the testi- 
monies presented in Congress—the people for this bill—little or no 
understanding of economics, have chosen to look for some sinister 
cause to their plight, a cause which simply does not exist. In this 
state of mind farmers were ripe to suggestions that the futures markets 
are to blame. The people who planted this thought in the minds of 
the farmer probably know the mercantile exchanges are not the 
cause—but they no doubt have some rather sinister plans of their 
own which are designed to enrich themselves at the expense of both 
the consumer and the farmer. No one group rightly owns the onion 
trade to conduct it as they wish. We all, as consumers and taxpayers, 
have an interest in seeing that this commodity i is marketed efficiently, 
cheaply, and fairly. Long experience in many commodities has 
proved beyond any “ reasonable doubt that the best way to do this is 
through and in conjunction with an organized exchange. Now, an 
example frequently cited in criticism of the futures market is the year 
when prices went to 10 cents per 50-pound bag. The value of the bag 
was then estimated at 20 cents. Now, this example, while dramatic, 
does not prove that the onion market is at all a dishonest market. 
The year that this happened there was a tremendous glut of onions 
anticipated. 

Everyone involved in the onion trade knows that the consumption 
of onions is fairly constant. The demand is inelastic. The inelastic 
demand at the farm level means that a change in the quantity offered 
for sale will cause a change in the farm price proportionately greater 
than the change in supply. Economic studies show that a change of 
1 percent in production of late onions was on the average associated 
with a change of 2.9 percent in the opposite direction in the season’s 
average price. Onions are grown in specialized producing centers, 
which means relatively large transportation storage and handling 
costs in marketing. Marketing charges represent a very high per- 
centage of the total retail price. Now when there is an extraordi- 
narily large growth of onions, the surplus literally becomes less than 
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worthless. For the owners of thesé onions must pay high storage 
charges with little hope of finding a buyer who will pay a price 
that will cover these costs. Now it is entirely conceivable that the 
true economic value of onions could be less than the cost of the bag 
that you put them in. For the buyer in order to sell the bag must 
pay storage costs, and handling costs to dispose of the worthless 
onions, he must pay to dump them where they are not a nuisance, 
and then the bag that he recovers, which costs 20 cents new, is a 
used bag and may not be easy to sell because onion bags are not in 
big demand when onions are not selling well. These fears contributed 
to the low price of onions in the year which was pointed out. 

According to Tip McCarley, who has been described as the onion- 
growing king: 

Harvesttime is when judgment really counts in a doubtful year. If the onions 
have too much water, or blight, or thrip, or the price is too low, it is better 
to leave them right in the ground and plow them under. Costs really stack out 
when you harvest them and can’t ship them. 

So we see that harvested onions can become less than worthless 
even to the farmer who owns them. Certainly in that year of extremely 
low onion prices, there was speculation involved, which has been 
charged. But I know of no commodity traded on organized ex- 
changes or otherwise that cannot be used as a vehicle for speculation. 
We all know that commodities which are not traded on exchanges 
fluctuate in value just as wildly as those that are on exchanges. 
Cabbage, which has also been brought up as an example today, is a 
commodity which is not traded on any exchange, and yet it fluctuates 
wildly in value. And the reason, as in onions, is the great fluctuation 
that you have in the supply of cabbage. 

Now the contention has been made, too, that the onion market 
does not operate properly because of the small amount of actual 
deliveries made on the contract. Actual deliveries run about 1 per- 
cent of the contracts traded. 

Now in passing, I might say that the deliveries on the wheat futures 
market run only about 2 percent of total contracts traded. Now com- 
pared with the character of the wheat market, the onion deliveries 
do not seem unreasonably small at all. Actually, though, it is not 
the purpose of any futures market to effect a great number of de- 
liveries of the product. Deliveries can be made and under some very 
special situations it is advantageous. But by and large it is more 
trouble than it is worth. The processor who has bought futures 
contracts does not need to take delivery in order to make use of the 
market for hedging purposes. When he takes the delivery, he may 
receive anyone of the 11 grades which are deliverable at the option 
of the seller. 

The processer’s purpose in hedging is to avoid risk, not to assume 
new risk. After the futures market has given him protection against 
price fluctuations, he may simply sell out his futures position, take the 
proceeds that he has made in the futures market, but in the cash mar- 
ket the exact type of onions he needs, as he needs them. 

Now let’s look just a bit further. It is argued by the sponsors of this 
bill that the exchange is merely an organized place for betting on the 
price of onions. 
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Now this is an old argument that should have died with the ruling 
of Chief Justice Holmes in Christie Grain and Stock Company 
et al. v. Chicago Board of Trade, in 1905. 

The Supreme Court held that trading in commodity futures does 
not constitute gambling. So long as an exchange makes ample pro- 
vision for sellers or buyers to make or take delivery if they so choose, 
the presumption is that actual delivery is intended or contemplated. 
Where this right is withdrawn—as in private agreement—it may be 
inferred that delivery is neither intended nor contemplated. 

Such practices are prohibited by law and under the regulations of 
the exchanges. It is not necessary for a large amount of deliveries 
to take place. The very knowledge that deliveries can be made or 
demanded acts as a powerful economic force to keep prices in line. 
If every contract ended in actual delivery, the purpose and advan- 
tages of the futures market would be destroyed. 

It has further been charged by the National Onion Association that 
onion futures trading offers little, if any, service to anyone except 
the speculator. 

But, Mr. Chairman, as has been pointed out in many studies of free 
markets, the presence of speculators in the market makes the markets 
better by filling in the gaps, making the market more continuous, and 
providing better prices through more competition on both the buyers’ 
and sellers’ side. 

Again, the processers have claimed that they cannot hedge because 
the terms of delivery may not be suitable tothem. They complain that 
the seller may deliver more than one grade—possibly a grade they do 
not want. 

I would like to point out that if they get a grade they do not want, 
they have the power to resell or to redeliver. Inferior grades are de- 
livered only at discounts so that low quality onions cannot be foisted 
off on those taking deliveries. The grades cannot be phony, either, be- 
cause they must meet Government specifications. 

Here, again, the same situation exists in the wheat market, the cotton 
market, and most of the other commodity markets. 

In the wheat market, alone, there are 10 different deliverable grades. 

Exchanges attempt to establish a basis grade which represents the 
largest single grade, or the grade in which the bulk of the trade is 
carried on. Other grades are deliverable at premiums or discounts, 
according to their relative quality. 

If the grades, discounts, and so forth, are not realistic, they can be 
changed without outlawing trading in the futures. 

The principle of seller’s option, however, is as old as the exchanges 
themselves. 

The processors also complain that the seller’s option as to time of 
delivery makes it difficult for them to take delivery because of the 
fact that it could come any time during a month’s period. 

Well, here, again, we face a situation which exists in every other 
commodity market. 

More than 100 years has proved it no great hindrance. 

Now, Mr. Chairman, the very fact that such arguments as these 
have even been advanced indicates the basic lack of understanding 
that the proponents of this bill have toward the very thing that they 
seek to outlaw. 
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The National Onion Association has pointed out that the futures 
market has been used very little for hedging purposes. 

I would like to show you that, although, as they claim, it has not 
been used extensively for hedging purposes, it could very well—and I 
would like to interject right here something that Mr. Harris pointed 
out this morning—and that is that on the CEA report that came out 
on October of 1957, that it shows that some 36 percent of the contracts 
on the onion futures market at that time were hedging contracts; and 
this is not out of line at all, considering the number of hedging con- 
tracts you have on other futures markets. 

Now, futures prices, in order to be a good hedging mechanism, 
must fluctuate more than cash prices. 

In periods of rising prices, they should rise higher and rise faster 
than cash prices. In periods of declining cash prices, future prices 
should go lower and decline possibly faster. 

This has been true in the onion market, because the hedger seeks 
protection. 

Now, if cash prices fluctuate, but the futures prices do not, he can- 
not protect himself against loss. The hedger knows he will lose on 
either his position in the cash or futures market, but he expects to 
profit by an equal amount on the opposite transaction. 

Now while he is hedged, price fluctuations are of very little interest 
to him. He concentrates on making his normal margin of profit. 
The farmer or processor who does not hedge must constantly worry 
about adverse price changes. 

Although he has nothing but contempt for the speculators who 
trade on the exchanges he himself is a speculator. He profits or 
loses by price changes. Onion growers and processors are some of 
the greatest speculators that I know of. 


According to the onion growing Tip McCarley, in a recent Asso- 
ciated Press interview : 





The big growers and processors in onions make Hialeah and Las Vegas 
plungers look like marble shooters. 


Senator Toyz. Why? 


Mr. Hartow. Because of the great risk they take in not taking 
advantage of hedging. They grow a tremendous crop of onions, they 
warehouse them, and then they gamble on the price either going up 
or down—speculate. 

The onion growers and onion processors realize that they could 
lose money or make very little money, for a period of 2 or 3 years 
and then they will hit that one year where they can really make a 
lot of money on the market. And this is why they are speculating. 

Senator Tuyr. You mean in the same sense that the man who 
comes and uses your services to speculate. 

Mr. Hartow. Yes, sir, even more so. Because while we are spec- 
ulators 

Senator Tuyr. However, they have their money in the —— 

Mr. Hartow. They have their money in the cash product. 

Senator Ture. They have their investment in the land. They have 
their investment. in the equipment. They have—— 


Mr. Hartow. Plus the fact that they may have a warehouse full 
of onions. 
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Senator Ture. They have the cost of prodating it. The sweat of 
their brow is in every pound there, isn’t it ! 

Mr. Hartow. Yes, sir, it is. ‘And a lot of growers and a lot of 
processors when they harvest, do not sell immediately. They take 
it and put it in a warehouse. They store it, and they speculate on 
price changes during the course of a year. 

Now in ‘the type of operation we have, we may own 15 carloads 
of onions, and we can get out of that position within 2 minutes over 
the wire. 

Senator Tuyr. Do you furnish warehouse? 

Mr. Hartow. No, sir, we do not deal in the cash product at all. 

Senator Ture. You are just strictly what they refer to as paper? 

Mr. Harrow. Strictly speculative proposition. 

Senator Toye. You do not have to trust in the Lord ¢ 

Mr. Hartow. You better. 

Senator Ture. No, you don’t. You trust in what you have as a 
developed instinct and understanding in your brain, or in your so- 
called statistician’s records, et cetera. But the man who has grown 
these, he has just had a trust in God that ev erything would be 

Mr. Hartow. Now, the grower does the same thing as we do. Be- 
cause he knows this, or he would not be an onion grower, he knows 
that a certain percentage of the years are going to be good years, 
and he knows that in those years he can make enough money to tide 
him over during bad times. 

Now if this were not true, there would be no onion growers. 

Senator Ture. If that was not true, there would not be any pro- 
duction at all, you would be out there with a wooden bill in a barnyard 
with the sparrows. 

Mr. Hariow. The fact is most of them make money 

Senator Tryr. If it were not for the trust and the confidence of 
the farmer to put the crop in. He trusts the year through that he is 
going to have a return, or he would never have the courage to go and 
till the land and put the crop in. 

Mr. Hartow. The onion grower has to have confidence in himself 
and in his own judgment. 

Senator Ture. Well, that is true of any man who tills the soil and 
puts the seed in the earth. 

Mr. Hartow. And it is just as important to him as it is to us, be- 
“ause we have to have confidence in the knowledge and studies 

Senator Tuyr. Well you have to have a product to speculate in. 

Mr. Hartow. Well, yes, sir; we do. 

Senator Ture. That is all, yours is strictly a paper. Your testi- 
mony is rather interesting to listen to, but you are drawing on my 
imagination, if I were to follow you with any strong convictions that 
yours is not strictly a speculative opportunity. It i is paper transac- 
tion in almost every detail. 

If it were not for the opportunity for you to speculate, you would 
not be in business. 

Mr. Hartow. That is right, if there were no produet, we could not 
speculate. 

Senator Tryr. The man who goes out and uses the futures to hedge 
upon that whic h he has brought in the real products, or has ware- 
housed in the real product, that man is using the service of hedging 
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for the purpose of safeguarding himself against a loss which he would 
have no control over. 

Mr. Hartow. That is right, and a speculator is the man who he 
can be thankful to for providing that opportunity. If it were not for 
people such as this organization and individuals willing to step in and 

take the risk of selling in a market that has done nothing but go up 
for a period of months, or buying in a period where the ‘market has 
done nothing but go down for a period of months—unless someone 
is willing to take that risk, there is no opportunity for the farmer 
or for the processor to hedge his product. 

We perform a very real service. 

Senator Tuyr. In what markets do you operate ? 

Mr. Hartow. ‘Chicago Board of Trade, Chicago Mercantile Ex- 
change. 

Senator Ture. Twin City ¢ 

Mr. Hariow. No, sir. 

Senator Torr. New York? 

Mr. Hartow. Yes, sir. 

Senator Taye. Thank you, sir, you may go back to your paper. 

Mr. Hartow. Tip McCarley continues, that if he could find a 
more speculative way to farm, he would be in it. 

Now these growers and processors refuse to stop being speculators 
by using the onion market. Because they do not hedge, the processors 
in this industr y are forced to charge high margins in order to justify 
the risks they take and recover the losses they incur. The futures 
market far from being the cause of the problem could actually be the 
solution to the problem if it were properly used. The trade members 
who have used it have more often used it to speculate than to hedge. 
Frequently they have been poor speculators, have lost money, and 
become more disgruntled against the exchanges. The trade, accord- 
ing to their own statements, were opposed to futures trading before 
it ever began. They have boycotted the market and have failed to 
give it a chance to operate at optimum efficiency. However, in spite 
of this, the onion market has been a good market. 

Futures trading was not something dreamed up by “city slickers” 

r “professional speculators” as the National Onion Association has 
cinta to establish i in their smear attack. Trading in contracts for 
future delivery existed before there was any organized exchanges. It 
developed and evolved because of the natural need of industry. Long 
ago intelligent people realized that price fluctuations in response to 
normal changes in production and consumption could result in losses 
to those who owned a commodity or owe it to others under advance 
sales agreements. Futures trading was not forced down the throat 
of any of these industries but resulted from the demands of the trades 
themselves in realization of the need for some mechanism to shift the 
risk from farmers and producers to people who were financially able 
and willing to bear this risk. These markets were organized and 
formalized rules established and they have consequently served the 
producers of numerous commodities so that in the cotton trade, for 
example, a producer who does not use the futures market to hedge 
is regarded as a speculator and a poor credit risk. But the onion 
trade has not understood the legitimate uses of the onion futures 

market and producers have continued to speculate themselves instead 
of allowing the speculator to absolve them of the risks involved. 
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It has been charged that the onion futures market is nothing but 
a hodgepodge of manipulation and illegal and immoral practices. 
The CEA has shown time and time again that this just is not true. 
On an organized exchange sales are a matter of public record. The 
Commodity Exchange Authori ity can regulate trade and punish any- 
one who violates the law. E verything is open and aboveboard and 
fraud is extremely difficult, if not impossible. If futures trading is 
outlawed, trading is no longer subject to public scrutiny. The Gov- 
ernment will not be able to punish those who break the rules simply 
because there will be no rules. Survival of the fittest bargaining 
could ensue. Financially weak parties in the bargain will ‘become 
the victims of the finance ially strong. 

Now it is charged that the market sometimes results in overproduc- 
tion by giving growers encouragement to plant through early quo- 
tations that are attractive. Now in refutation, let me merely present 
the economic facts. Forty percent of the year-to-year change in 
acreage of onions can be explained by prices received ‘during the pre- 
ceding year. For this reason there is a definite tendency of alter- 
nating large and small crops over the year. The rest of the change 
can be explained almost entirely by weather at the time of planting. 
Then we can see that it is cash price received by farmers, not the fu- 
tures prices, that determine the planting intentions of farmers. 

Senator Tuyr. Do you contend there that if you had a good year 
and the price was good this year, you might have a very large in- 
crease in acreage planted next year? 

Mr. Hartow. Gras the past 15 years, you can almost say as a rule 
that if you have a high average price received by farmers this year, 

ou are going to get a big onion crop next year; and if the price is 
on this year, you are going to get a small onion crop next year. 

Senator Ture. What has been the fluctuation acreagewise over the 
year ? 

Mr. Hartow. Well, I do not have those statistics right at my hand. 
I could look them up. 

Senator Tuyr. No; go back to your paper, because I thought you 
had it right in hand. You made a statement, and I thought you had 
it pretty well documented in your mind. 

Mr. Hartow. Well, we do. I do have in my briefcase back there 
a complete record of all the changes and fluctuations and the produc- 
tion from year to year since 1921. 

Now it is charged again that there is undue fluctuation in the price 
of onions due to futures trading. But onion prices fluctuated wildly 
before onion trading even began, as the following evidence will indi- 
cate: From 1921 to 1941, and that is the year when futures trading 
first began, the price of onions as a percentage of the preceding year 
ranged from 26 to 320 percent. The average change on a year to year 
basis was 76 percent. This situation was economically natural then 
and is economically natural now with the futures market. Economic 
studies show us that a very large percentage of the year to year vari- 
ations in prices of onions can be explained by the variations in per 

capita production and per capita disposable income. These variations 
are very predictable. 

The proponents of this ban on futures’ trading say that the onion 
market is serving no useful purpose. 
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I would like to say here that if the onion market is truly serving 
no useful purpose, this bill is unnecessary. 

Many other markets have been eliminated due to lack of interest. 
This market, too, will die a natural death if the volume of trading 
dips so low as to make trading too expensive to carry on. And if the 
marketing aspect of futures’ trading no longer becomes possible, the 
CEA will suspend trading as they have the power to do. 

I would like to take a minute to point out just a very few of the 
economic facts that we have discovered concerning the onion market. 

There is a clearly discernible 2-year production cycle during the 
past 15 years. Alternation from low to high production was not only 
the result of reduced and increased acreage remaining for harvest, but, 
also, due to changes in the yield per acre. 

Other significant points are the facts that in years of small produc- 
tion, the price range of November onion futures was higher than in 
years of large production, and that the highest prices were reached 
during the September —November period; while in years of large pro- 
dution, the highest price for November futures was reached ‘during 
the April- July period, and the lowest prices were established in Oc- 
tober or November. 

This is a very clear seasonal in the price of onions. There is also 
a good correlation between stocks of onions on January 1, and the 
March cash onion average price. 

Our economic value studies come within 10 percent of season average 
price of onions in 80 percent of the cases and within 20 percent in al- 
most 95 percent of the years. 

Now, what does all of this prove ? 

It proves just one thing, and that is that the onion futures’ market 
isan economic market. ‘The yearly trend of prices received by farmers, 
wholesale prices, and futures’ prices are almost identical in their 
direction. 

To my knowledge, no one has explained with any clarity—— 

Senator Ture. Will you soon be through ? 

Mr. Harrow. Yes, sir; lam 

Senator Ture. Because we have given you an awful long time, sir. 
It is now 20 minutes after 4. So, I just was wondering if it was going 
to take too much longer. 

Mr. Hartow. I can wind it up right here. “I would like to answer 
two questions. 

Senator Tuyen. I would like to have you draw it up. 

Mr. Hartow. I would like to answer two questions that were asked 
this morning. 

The first question was: Does the fact that the onion crop is a small 
crop have any effect on its tradability ? 

I would lke to say this: We always do between 2 and 3 years’ 
research on any commodity before we start trading in it, before we start 
speculating in it. And before we started in the rye market, we con- 
ducted a study to see if, because the rye market was usually between a 
15-million and a 25-million bushel crop, which is a very smal! crop, 
if that had any effect on the economics of the rye situation on supply 
anddemand. We found that it had none. 


Now, before we started trading in onions, we did the same thing; 
because it was a small crop. 
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We found exactly the same answer, and that is that because onions 
simply are a small crop, it has nothing to do with the economics in- 
volved. You still have the same delicate balance of supply and de- 
mand existing. 

Now, the second question : 

How can the onion market be manipulated to hurt growers? 

I think that the onion market cannot actually be manipulated now. 
There has been no case found by the CEA, the Commodity Exchange 
Authority. They have not shown any case where it was manipulated 
to hurt growers. 

I would like to point out that we have found, in looking through past 
history dating back to 1880 in all markets, that 80 percent of all 
manipulative practices have occurred on the upside of the market. 

In other words, most people, when they attempt to manipulate the 
market, try to boost up prices rather than to depress them, because 
any bear rate on the market is too susceptible to other speculators com- 
ing in and actually buying the futures and demanding delivery on it. 
That becomes a very profitable operation. 

So, when anyone ever tries to manipulate any economic market, 
such as the onion market, you have other groups of speculators who 
come in and will quickly bring it right back in line. 

Senator Toye. Thank you. 

Mr. Wilkens. 

Mr. Witkcens. Senator, you should understand I am going to be here 
tomorrow, and it is not going to make a bit of difference 

Senator Tyr. We can aka you this evening, unless there is some- 
one who has reservations and would like to be away tonight. 

Mr. Wivxins. There are two others here. 

Is that going to make a difference to them ? 

Senator Tuyr. Is there anyone who is going to testify who would 
like to get away tonight ? 

If not, Mr. Wilkens, you may proceed. I think the others are pre- 
pared to remain for tomorrow. 

You may proceed, sir. 


STATEMENT OF GEORGE WILKENS, EXECUTIVE VICE PRESIDENT, 
MINNEAPOLIS GRAIN EXCHANGE, MINNEAPOLIS, MINN. 


Mr. Wirkens. Mr. Chairman, my name is George Wilkens, and I 
am a staff employee of the association known as Minneapolis Grain 
Exchange. 

With your permission, I will not read my statement but just enter 
it into the record and then comment on some of the paragraph 
headings which I have here. 

Senator Tuy. Do you desire that the statement be inserted before 
your comments, or would you like to make your comments and then, 
at the conclusion of your comments, insert the complete statement in 
the record ? 

Whichever you desire shall be done. 

Mr. WiiKens. Let’s put the statement in first, and then I will make 
a few comments. 

Senator Tuye. All right, your statement will be printed in the 


record at this point, and then your comments will be carried on from 
there. 
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(The statement referred to is as follows :) 


My name is George Wilkens, and I’m a staff employee of the association 
known as Minneapolis Grain Exchange. This association provides a public 
market place for 522 individuals engaged in all phases of grain marketing and 
processing. It was organized 77 years ago in October 1881, and since then has 
been part of a vast efficient marketing system serving those who grow grain, 
those who store, transport, and process grain, and those who consume grain. 

This market place, its members and firms using the institution, have rendered 
a great and valuable service in the economic growth of the upper Midwest and of 
the Nation. That fact can be emphasized with confidence—grain farmers of 
this Nation have been well served for many years through this system of 
markets. The cost of that service has been very low. 

One important facet of this marketing system under consideration by this 
committee at this time, which has added immeasurably to low-cost operation, 
is the futures contract system. With your permission I'd like to contribute 
what I can to a better understanding and a fuller appreciation of futures trad- 
ing. My few remarks touch on elementary aspects of economics, so perhaps 
you should know I attended the University of Minnesota, did graduate study in 
agricultural economics, also a little teaching. 


MORE TRADE NEEDED 


I’d like to begin by asking the question: “Why do we have commerce and 
trade in this Nation and in the world?” There was a time in our country and 
in the world that people traveled less and fewer products were moved from one 
position to another. Why have trade and commerce anyway? To me there is a 
single word which answers the question and dictates the need for trade and 
commerce. That word is “specialization.” We have specialists in the trades, 
in the field of science, in our factories and on our farms. Compared to a hundred 
years ago we live in a complicated environment which we call a civilized world. 
Our citizens have learned in order to compete they must become exceedingly 
proficient in a particular line. This training makes them much more useful to 
society than to continue as a jack-of-all-trades with a general knowledge of 
all things. Whether that trend is good or bad is beside the point. That's the 
way we find things. 

Since specialization dictates trade and commerce, the more specialization, the 
more exchange we find is necessary. The man in the shoe factory in Boston 
exchanges his surplus products with the wheat farmer in North Dakota, and so 
on with. thousands of ramifications. Under forces of competition we have had 
developed in our country trade systems which provide services and products that 
consumers want and willingly pay for. 

The most casual research proves there is a very positive correlation between 
the amount of trade and commerce of a nation and the economic standard of 
living of its people. Therefore, it would appear government should motivate 
citizens to expand trade and commerce and not pass laws that will stifle legiti- 
mate trade and commerce between its citizens. Why any group should endeavor 
to prohibit trade and commerce between another group of citizens within that 
nation is a complete mystery and is without reason. Trade should be encouraged, 
not discouraged. 

FUTURES CONTRACTS USED EVERYWHERE 


During the past 10 years I have had occasion to talk about the mechanics of 
futures trading to thousands of interested grain farmers, and I have yet to find 
a farmer who, once understanding the mechanics, fails to recognize it as an im- 
portant part of an efficient grain marketing system. That’s because contracting 
is commonplace to any business including agriculture. Of many audiences of 
farmers I have asked this question: “Do you ever order your ‘hybrid seed corn 
during the winter months when you know very well it can’t be planted before 
April or May?” Almost without exception farmers, as intelligent businessmen 
order seed corn months ahead of planting time. It’s the only sensible and prac- 
tical thing to do to assure themselves of the kind of seed they need. These 
farmers are actually using a futures contract system. 

To help explain futures contracts in another way I have asked this question : 
“Do governmental bodies in your hometown ever engage in futures trading?” 
Well, they’re not quite sure. “How about the school board—did they engage in 
futures contracting when they built the new schoolhouse? Certainly. How 
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about the town board that agreed to resurface the 5 miles of road west of town— 
was there a futures contract involved?” Most certainly there was—a specified 
completion date, a specified price, and specifications of materials to be used, even 
though the oil may still be in the well and the crushed rock in the quarry. 

Futures contracts permeate every phase of your daily living. Look at the 
real-estate business and the use we make of future commitments—mortgages, 
leases, ete. Before you left for the office this morning you gave certain orders 
for certain things to be done. That, too, is a form of futures contracting. Fan- 
tastic you say. Perhaps so, but if you restrict the right of people to arrange 
futures contracts, where do you begin and where do youend? Rules to regulate 
practices of trade are in order, but prohibition of trade? Positively no. The 
only exception, positive proof that such trade endangers the welfare of the 
public. 


CASH MARKETS AND FUTURES MARKETS CAN FUNCTION SIDE BY SIDE 


Some of the opponents of futures trading have said they cannot successfully 
complete their sales arrangements because futures contract prices as public 
information, are a disturbing influence in the background. My findings at the 
Minneapolis Grain Exchange prove that argument false and contrary to trade 
practice. Every day on the trading floor at the Minneapolis Grain Exchange 
there are hundreds of thousands of bushels of grain sold for immediate delivery 
(that’s in the cash grain market), while not a hundred feet away thousands of 
bushels will be sold on a futures contract basis. Here is an actual report from 
last Tuesday, March 18, as it occurred on the floor of this exchange: 

Tom Moe, a wheat buyer for International Milling Co., bought a carload of 
No. 1 Northern Spring Wheat on the cash market at 10:28 a.m. It was ina 
boxcar, came from Wishek, N. Dak., was ready for immediate delivery to the 
mill. The price, $2.365 

Not a hundred feet away in the pit, his broker, Jim Johnson, at 11: 28 a. m., 
bought a 5,000-bushel futures contract. That contract also called for No. 1 
Northern Spring Wheat to be delivered in May. The price, $2.255¢. Are the 
eash grain traders handicapped because the futures contract system is function- 
ing on the other end of the floor? Decidedly not. In fact, the two markets 
complement each other. The mill buyer was, in effect, saying to the sellers: 
“We need wheat today and we're willing to pay $2.36%4. We realize it would 
be cheaper if we waited until May, but we need the wheat now.” For those who 
could wait the price was about 11 cents less per bushel. 

Farmers, processors, merchants, and others are not forced to use the futures 
markets. Those farmers who want to trade their commodities on a straight cash 
basis can continue to do so. If the futures contract system does not serve the 
industry, then through disuse it will pass out of existence. No prohibitive legis- 
lative action by Congress is needed; the public will decide the issue. 


HEDGING AND FUTURES 


If Mr. Moe, or any other terminal market buyer, saw carloads of wheat offered 
in the cash market which suited his business and could be useful to one of their 
customers in the future, he would have made a bid or an offer on the wheat. 
If accepted, and not having an offsetting flour sale, Mr. Moe would then have 
ordered the broker to sell a like amount of futures contracts, or place a hedge. 
He now has physical possession of the wheat, but another party is carrying the 
risk of price change—perhaps a speculator. Perhaps, too, some other processor 
had sold finished goods and wanted to buy hedges when Tom’s company wanted 
to sell, thus establishing, in effect, a contract all the way from the country ele- 
vator through the exchange to the baker who uses the flour. These contracts 
trade rapidly and at very low cost, enabling grain firms and-processors to keep 
inventories and sales in balance. In other words, “to stay hedged.” 

This system of futures contracting actually brings necessary capital into 
marketing and financing of inventories. Without a hedging medium, firms, 
including country elavators and cooperatives would need additional dollars to 
earry their stocks. That is a complicated topic which cannot be developed at 
this time, but it is an important consideration to management of industry. 

Study after study, investigation after investigation, trade people, university 
researchers, all agree the futures contract system is the key to low-cost grain 
marketing. That question is not debatable—it’s a business fact. Any time 
you can reduce price-changed risks on inventory, you reduce cost margins of 
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marketing. 
business. 

You may complain the spread between farmer and consumer is too wide, but 
attention in that regard should be directed toward special services demanded by 
consumers at the retail level, not at the principle of futures trading. Beyond 
any doubt futures trading makes for reduced marketing margins. 

(Attached to this statement is an exhibit, “Opinions and Facts” which pro- 
vides more detail on hedging and trading of futures. ) 


In any business—reduce the risk and you reduce the cost of doing 
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ALL ARE SPECULATORS 





In any discussion of futures trading, the word “speculation” requires attention. 
Those righteous citizens who abhor futures trading (even though they practice 
it every day they live in this world), seek to attach an evil connotation to the 
word “speculation.” In reality we are all speculators. 

Have the people in this room and the millions who pay Federal taxes ever 
given thought to the gigantic “long” position they have in the futures market? 
Gentlemen, we who pay taxes to the Federal Government are “long” in the 
commodity market about 3,000 million bushels. And what’s more, to use a 
phrase from the market, “we are on margin call from time to time.” That 
happens whenever the Department of Agriculture needs additional money to 
pay for the commodities we are “long.” 

That’s a crude illustration perhaps, but it does help demonstrate the prin- 
ciple of speculative risk. Once commodities have been produced by farmers, 
the risk of ownership exists. Shifting the risk to a group of involuntary spee- 
ulators, the taxpayers, has not reduced one iota the element of price risk in- 
herent in those commodities. That idea was well stated in an article by 
Professor Cravens, of Michigan State College, Are Speculators Gamblers? copy 
of which is attached. 

The futures contract system in addition to facilitating trade and commerce 
between citizens, has made it possible to shift price risk from those who do not 
want to carry it to those who are willing to carry it. 

I suspect if the truth were known, you might find some of the most severe 
critics of futures trading to be individuals who thought they were willing to 
assume these risks, but after certain financial reverses decided they did not 
want to assume the risk. Therefore, to set things right in the world, and with 
themselves, “they’ll pass a law to prevent intelligent, responsible business trad- 
ing between individuals and firms.” 


FREEDOM OF TRADE MUST BE PRESERVED 





If a wheatgrower in Montana awakened this morning convinced it was in his 
best interests to arrange for the sale of his crop of winter wheat now in the 
ground; if on this same bright morning a baker in New York City concluded this 
was the day to order his supply of wheat flour for next December delivery; and 
these two people get together and agree on the terms of the contract to complete 
their transaction, why should I or anyone else object to their contract? 

To me, or to you, the price agreed upon may be utterly ridiculous, but who 
am I to tell a wheat farmer in Montana or in Kansas what he should accept 
for his wheat, or dictate to the baker in New York what he should pay for flour? 

Certainly all of us as free citizens in this Nation want to preserve the right to 
participate and the right not to participate. If some members of the grain trade 
do not want to use the futures market as a hedging medium in their marketing 
operation, that is their privilege. However, if other grain companies find them 
useful, they should be permitted to use the futures contract system of an organ- 
ized commodity exchange. It is well to remind ourselves that in a competitive 
society, no trading system, no service, no product, will long endure unless it 
provides an economic service demanded by the citizens. 

It seems to me that growers of farm products who choose not to start the 
marketing process until the product is in the bag, or in the bin should be free 
to make that choice. However, there is no logical reason why these people 
should have a law passed to force others to follow the marketing procedures of 
their choosing. 








PRICE MAKES TRADE 





Today we read so much about the business recession. In part, a recession 
results because people buy less. How then can they be encouraged to buy more? 
Will a price change help? The merchant on Main Street thinks so and attempts 
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to stimulate trade by conducting a sale—he adjusts the price. What then is 
price? It really is history. It’s what two people agree upon in the past, 
it’s gone, tomorrow or right now “price” may be different. In many ways prices 
in a market are similar to mercury in a thermometer—both register change. 
It is an accepted fact in our economic system that price change can stimulate 
trade. There are, of course, other forees which stimulate and expand trade, 
but price is an important one. 


CONCLUSION 


The case against futures trading is not sound, it is not reasonable. To 
improve the economic level of living of our people, we must expand and encourage 
trade, not prohibit trade. 

Our economic system of private ownership of property, this system of profit 
and loss, this system of changing prices, has its shortcomings, but can the critie¢s 
produce a better system where people remain free, where people have dignity, 
where they have the right of decision? 

This system already has reasonable regulations and practical controls. In- 
telligent, resourceful, self-reliant citizens brought our Nation to a position of 
leadership in the world. Those same ingredients still exist, and the same free 


economic system is still available. It should be permitted to continue to serve 
the people of this Nation and of the world. 


[Reprint from Daily Market Record, October 15, 1949] 


GRAIN EXCHANGE PUBLIC OPINION SURVEY RELEASED TO PRESS 


(Following is the text of the news release as issued to the press, regarding 
the Survey of Public Opinion in Minneapolis Grain Exchange Territory.) 


Overall attitudes toward the Minneapolis Grain Exchange and the grain 
industry as a whole are generally favorable throughout the upper Midwest, but 
at the same time large proportions of the people know little about the economics 
of grain marketing. 

These facts were brought to light in an independent survey made by the 
Opinion Research Corp. of Princeton, N. J., the results of which were released 
today. Coincident with release of the survey report, A. M. Hartwell, president, 
and F. Peavey Heffelfinger, chairman of the committee on public relations of 
the Minneapolis Grain Exchange, announced that a program of education would 
be conducted to acquaint the public with the economic importance of the market- 
ing functions and services of the exchange and its members. This would be 
designed to correct misconceptions of the publie revealed by the survey. 

The survey was conducted throughout Minnesota, North and South Dakota, 
and all but the western fringe of Montana. A total of 2,367 personal interviews 
were made, a sample which achieved an accurate cross-section of the territory 
surveyed. This sample was evenly divided between men and women and in- 
cluded all age groups over 21, all income and occupation classifications, and all 
city-size and rural classifications. 

Some of the other findings of the survey are these: 

The majority of people indicated they knew what a grain exchange was. 

“Supply and demand” and “the Government” are the main factors named by 
the public as determining the price of grain. 

Grain exchanges are regarded as a “necessary” part of the marketing process 
by two-thirds of the people who knew anything about exchanges. 

Large proportions of the public are uninformed as to how trading is carried 
on, and the functions of the various segments of the industry. 

In addition, the public has several misconceptions about the grain exchange 
and the grain industry. For example, the terms “speculation” and “gambling” 
are practically synonymous in the public’s thinking. Members of the exchange 
point out, however, that whereas gambling is a created risk which no one need 
take, speculation is simply the risk of ownership which someone must take. 

The public also suspects that big profits are being made somewhere in the grain 
industry, whereas the United States Department of Agriculture, in a recent 
bulletin, said that the whole marketing process—from the farmer through the 
elevators and exchanges to the processor—costs the consumer only 1.7 cents of 
each dollar spent for bakery and other cereal products. 
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The majority of the public do not understand that the grain exchanges reduce 
the cost of grain marketing by providing a common meeting place for the grain 
buyers together with a display and salesroom for the grain growers, and, con- 
trary to fact, some believe exchanges have something to do with selling prices, 


“OPINIONS” AND “FACTS” 


Following are some of the opinions of grain marketing practices revealed by 
the survey and some of the facts that will be utilized in the program of education 
to correct these mistaken impressions— 

Opinion: Three people in ten think profits high in the grain business. 
nee (1) From the USDA Technical Bulletin No. 934 published in August 
1947: 

This bulletin records the results of an extensive survey which established the 
fact that the cost of marketing grain is less than that of any other agricultural 
product. The survey showed that 1.7 cents out of the dollar spent by the con- 
sumer for bakery and other cereal products pays for all of the costs of market- 
ing the grain that goes into such products. 

(2) The bulletin contains the following statement : 

“The marketing and physical handling from the farmer to the first processor 
is probably more efficient for grain than for any other farm product. Process- 
ing and distribution to the ultimate consumer account for most of the spread be- 
tween the farm and retail price of grain products.” 

This low cost of marketing has resulted from competition at every level of dis- 
tribution, from the country stations into and through the terminal markets. 

(3) Minneapolis Grain Exchange rules limit the rates charged by commission 
merchants to 1 percent of gross proceeds of sales of grain. The rate of profit is 
exceptionally low in all segments of the grain business and substantial returns 
are possible only when a large volume of grain is handled or processed on an 
efficient basis. It is a volume business. 

Opinion : Of those people with knowledge of grain exchanges, 75 percent did not 
realize they were regulated by Government. 

Fact: In addition to being subject to all laws pertaining to individuals and 
corporations generally, the exchanges and their members are subject to many 
special Federal and State laws and regulations. 

Examples: 

(1) United States—“Commodity Exchange Act” (90-page document). Secre- 
tary of Agriculture designates contract market only when exchange rules comply 
with act. Sets limits on net long and net short positions of members; estab- 
lishes maximum purchases and sales each day, requires daily reports to Secretary 
of Agriculture; provides Government supervisor at futures market; provides for 
registration of all futures commission merchants and brokers; requires segrega- 
tion in separate accounts of all margins and other funds belonging to customers; 
provides for punishment of any violation of the act, including suspension or termi- 
nation of privileges to trade on contract markets, etc. 

(2) United States—Grain Standards Act (all grains are sold on Federal 
grades). 

(3) Minnesota—Laws, rules, and regulations of State Railroad and Ware- 
house Commission govern inspection and storing of grain. Provide scale in- 
spection; licensing of commission merchants; registration and regulation of 
public warehouses both country and terminal; grain sampling; set bond re- 
quirements ; elevators submit weekly reports of grain holdings, etc. 

Opinion: Exchanges set the prices. 

Fact: The exchange never buys or sells grain and has absolutely no influence 
on price. The exchange provides and supervises the market place where sellers 
offer grain for sale and where buyers come looking for grain to fill their needs. 
There are many buyers and sellers in this open and competitive market. Fu- 
tures prices are established by bids and offers which the rules of the exchange 
and Federal law require must be submitted by open outcry in the pit. Thus all 
buyers and sellers have access to all bids and offers; and the public is kept con- 
stantly informed of the prevailing grain prices through the widespread publica- 
tion and radio distribution of current market quotations, both cash and futures. 

Opinion: “Big operators freeze out the little guy.” 

Fact: All buyers, whether they represent large corporations or small con- 
cerns have an equal opportunity to purchase grain at the current market price. 
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The small mill operator can buy grains just as cheaply as the largest flour 
miller. 

Opinion: ‘Just a few people with money can get in there.” 

Fact: The Minneapolis Grain Exchange is neither a monopoly nor a closed 
corporation. Membership in the exchange is available to “any male person of 
legal age whose character, credit, and reputation for fair dealing are such as to 
satisfy the membership committees and the board of directors that he will be 
a suitable person to entrust with the privileges and responsibilities of member- 
ship.” 

Opinion: “It’s just on paper” is a reference made to a futures contract. 

Fact: All futures transactions, although carried on with rapidity and seem- 
ing informality, constitute binding legal contracts under the rules of Minneapolis 
Grain Exchange. The rules provide that a futures trade is a bona fide obliga- 
tion for the purchase or sale of grain at a stipulated price, for delivery at some 
designated future time, and the terms of each transaction must be fulfilled or 
an equivalent settlement made. Any default in such a contract would be pun- 
ishable under the strict rules of the exchange, but it is the proud boast of 
Minneapolis Grain Exchange that no futures contract in this market has ever 
gone to default. 

Hedging is not understood by the public. Seven out of ten have never heard 
of the term “hedging.” 

Hedging is a process of trading in the futures market which enables the buyer 
or seller of grain to obtain the equivalent of insurance against loss through 
fluctuating prices, which are inevitable in the case of grain. He accomplishes 
this by offsetting a purchase or sale of cash grain with a sale or purchase of a 
like amount of grain in the futures market. For example, the process of hedging 
permits the country elevator to buy grain from a farmer on a safe and narrow 
margin of cost and profit, which in turn enables it to pay the farmer more for 
his grain than otherwise would be possible; and it enables the merchandiser or 
processor of grain to reduce his risk to such an extent that he is able to make 
grain products available to the consumer at a lower cost than otherwise would 
be possible. 

The speculator assumes the market risk but this is not understood by the 
public. 

A substantial speculative interest is essential to the functioning of the futures 
market if hedging is to be carried on effectively. Hedging transactions involving 
purchases and sales may at times balance, but this is only occasionally true. 
Thus, if a country elevator, a merchandiser or processor is to escape the risk 
of loss through changing prices when an opposite hedger is absent, someone must 
be immediately available to furnish the hedging service he needs. In such cases 
it is the speculator who is willing to become a risk-taker or insuror in the ex- 
pectation of deriving a modest profit from his investment. Without this specu- 
lative interest price swings could be drastic in the periods immediately following 
the grain harvest and at other times when actual hedging transactions are not in 
balance. 

Because this price insurance is available, marketing costs are low, resulting 
in maximum prices to farmers and minimum prices to consumers. 


SPECULATION 


1. Assumes risks already existing. 

2. A futures contract is a commercial transaction enforceable by law. 

3. A futures contract is an essential part of an efficient marketing system. It 
meets an economic need and is a public service. 

4. No one is necessarily a loser in speculative trades. 

5. Speculator provides price insurance on grain inventories held by mills and 
other processors, country and terminal elevator buyers. 30th large and small 
businesses engage in hedging to protect the value of grain and grain products 
on hand. It is of special value to small firms with limited capital resources 
where even small losses would endanger the solvency of the company. 

6. Speculator anticipates price change. Does not cause the change. 


GAMBLING 


1. Creates a financial risk with the turn of a card. 

2. Gambling is prohibited by law. 

3. Gambling bets serve noe economic function, have no place in channels of 
distribution, no standing in court, and provide no public service. 
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4. In gambling some one must be loser. 
5. Fills no economic need. 


COMMENTS FROM HIGH POSITIONS 





Mr. N. J. Barbare, president of the Portland Grain Exchange (in the grain 
business, Portland, Oreg., for 33 years), before the congressional Subcommittee 
on the Economic Report, October 20, 1957, stated in part. 

“Speculation is not something which is made or created within a grain futures 
market. Speculation is a circumstance which exists in the very nature of eco- 
nomic affairs. In grain, the farmer is the original speculator. His speculation 
starts when he buys his land, his equipment, and his seed. He speculates as 
to what he shall plant, and whether he may produce a crop, and how big it may 
be. He speculates as to the price he may get for it when harvested. 

“Once the crop is grown, there is a continuing speculative market risk, which 
sticks to that crop until it is consumed. The risk goes right along with the 
grain from buyer to buyer, as an integral part of its existence.” 

Justice Oliver Wendell Holmes, former liberal member of the United States 
Supreme Court, commenting about grain futures markets in the famous Christie 
case decision, made the following statement : 

“In a modern market contracts are not confined to sales for immediate de- 
livery. People will endeavor to forecast the future and make agreements 
according to their prophecy. Speculation of this kind by competent men if self- 
adjustment of society to the probable. Its value is well known as a means of 
avoiding or mitigating catastrophies, equalizing prices, and providing for periods 
of want.” 



















[Michigan Farm Economics for January 1948] 
ARE SPECULATORS GAMBLERS? 


(By M. B. Cravens’) 


From earliest recorded history there has been controversy about the specu- 
lator. Currently, those who operate on the grain exchanges are called gamblers 
by most of us who don’t speculate in grain. Just what are some of the facts? 

An uninformed person who operates in the market on the basis of hunches 
could be accused of gambling. The speculator who bases his judgment on 
the best facts available is gambling to about the same extent as the farmer 
who buys his fertilizer now instead of waiting until next spring, or who waits 
until next spring instead of buying now, or who cuts his hay today instead 
of yesterday. The speculator is a specialist who performs a marketing function. 

We often make the mistake of blaming major price movements on speculators. 
Those individuals are responsible to about the same extent that the weather 
forecaster is responsible for changes in the weather. Both study the underlying 
forces and try to judge what they mean. Both are often wrong. The success 
of each of these is based on his knowledge. A difference is the fact that the 
speculator must be sure enough to risk his money. They are almost never 100- 
percent right, but they are constantly revising their estimates. If speculators 
could ever become completely accurate there would be no further need for specu- 
lators. 















NEED FOR SPECULATORS 





What are the functions of speculators in a market and what is the func- 
tion of a market? Let us use an example: One of our graduate students spent 
a month in the Benton Harbor market, observing and collecting data on peach 
sales. He reports what many already know—that most of the purchases are 
made on the basis of orders from terminal markets. There are a few, however, 
who if the market is disorganized, will purchase for speculation. In other words, 
if the market price reaches what they consider a sufficiently low figure they 
will take a chance on buying in the hopes of reselling at more than the usual 
brokerage. It is one of the reasons why the Benton Harbor market price is 
watched by the produce trade throughout the United States. All who are familiar 
with the Benton Harbor market know that this does not iron out nearly all of 
the fluctuations, but it helps. 









o 
1Mr. Cravens is assistant professor in Agricultural Economics at Michigan State 
College. 
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There are other organized markets in which someone, who thinks the price 
is higher than the supply-demand situation justifies, can sell for delivery at 
some future date. The function is the same—to arrive at a price that will 
equate supply and demand. The market is merely a place where the buyers 
or sellers or their representatives can get together. Their decisions make 
the price. These decisions may be wrong but, as already mentioned, they are 
constantly being revised. For something as perishable as peaches even this 
revision is often too slow. For products such as wheat, the farmer can decide 
whether to sell today or next year, so hourly revisions are of some less conse- 

uence. 

t The more buyers and sellers present in a market, the more stable is the 
price set. This is one of the important factors in the commodity exchanges. 
Without them the trading could be done only by traders who could afford to 
devote full time to the job. This would limit it to a very few traders and would 
narrow the market. 


DEMAND, SUPPLY, AND PRICE 


What is the function of a price? The price of a commodity is primarily the 
combined judgments of buyers and sellers as to what the public will pay for the 
crop or other product available. For instance, the public may be willing to use 
1 million bushels of grain at $5 per bushel, but will use 5 million bushels at $1 
per bushel. Now suppose that our public (foreign or otherwise) suddenly ex- 
pands and will use 6 million bushels at $1 per bushel but we have only 5 million 
bushels available to sell before the next crop. Unless the price increases (in 
this case to, say, $1.20 a bushel) there will be buyers for 1 million bushels more 
product than we have. The function of the market is merely to implement this 
decision by buyers and sellers. Many buyers who would have used the grain 
for feeding chickens or other livestock drop out of the bidding at $1 to $1.20. 
Their decision is a voluntary one. 

Getting back to the speculators—when we have a grain crop of 1 million bushels 
and the price is based on a crop of 1,500,000 bushels a price adjustment is needed. 
The millers and bakers and cereal makers would be glad to continue paying $1 
per bushel, except for one thing. If they continue to sell their product at the 
present price they will run out of grain after about 8 months. That would be 
poor business and might also let some people go hungry. Of course, they would 
like to pay $1 and raise the price of their product so that the 1 million bushels 
would last all year. Except for the watchful eyes of those who are trying to 
guess what the price should be this would happen. If these speculators think 
the price is too low they don’t leave the miller to decide what he will pay—they 
put their money into the purchase of grain, thereby forcing the price up toward 
what they think is the correct price. The sad part, both from their standpoint 
and that of the public at large, is that they sometimes are wrong. Some make a 
business of keeping informed about the supply and demand. Others have no basis 
for judging what the price should be. One is a leader—the other a follower of 
the market. In both cases they put their money against their judgment. 


FREE VERSUS CONTROLLED MARKETS 


There are many real and assumed faults of the present voluntary-trading 
market. Most of our criticisms are based on these faults. We tend to forget 
that any system other than the present one has faults. We also tend to forget 
that since the future is always uncertain anyone who does anything that affects 
the future is a speculator. This is as true of a Government board as of a grain 
dealer. The difference is mainly as to which method will most nearly set a price 
in line with supply-demand conditions. It remains to be seen whether we will 
continue to improve the present system or try another system. Attempts are 
being made to mix them. This is like mixing oil and water. They will separate 
as soon as permitted. One system is based on the voluntary trading of pro- 
ducers and consumers at prices agreed upon and under rules designed to prohibit 
monopoly and manipulation. The other system sets the price the majority or 
some bureau representing the majority wants, and then attempts to force all 
producers and consumers to agree to it. If they were allwise the two would no 
doubt set the same price. Since we are not allwise, there are many who believe 
that the more flexible, voluntary one will come nearest to serving the interests 
of both producers and consumers over the long period. 
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Mr. Wiixens. May I also insert in the record this resolution 
adopted by the board of directors of the Minneapolis Grain 
Exchange / 

Senator Turn. This will be inserted in the record immediately fol- 
lowing your statement, and then you may proceed in any way you 
desire. 

(The resolution referred to is as follows :) 


A Britt To AMEND 1HE CoMMoODITY ExCHANGE Act To ProuHinir TRADING IN 
OnIoN Furures IN CoMMopity ExcHANGES, H. R. 376; 8S. 778 


The following resolution was adopted by the board of directors of Minneapolis 
Grain Exchange, August 8, 1957: 

“The Minneapolis Grain Exchange believes it would be contrary to the spirit 
of growth of America for Congress to pass a law which would prohibit legitimate 
trade between its citizens. 

“Futures contracts in various forms are essential in most American businesses. 
These contracts may involve construction of shelter, transportation facilities, 
accumulation of foodstuffs, or a multitude of other economic endeavors. 

“In the past there have been instances when it has been practical and desirable 
for Government to regulate trade. The facts may dictate the need for such 
regulation in onion futures contract trading. However, it is inconceivable that 
Congress should find it necessary or desirable to enact a bill to prohibit trading 
of a commodity in an organized public commodity market.” 


Senator Ture. I was going to say for the record, you are Mr. George 
Wilkens, executive vice president, ‘Minneapolis Grain Exchange. 
And I know, I believe, all the members of the grain exchange, and 
I do know you render a wonderful service to growers in the Midwest 
section of the United States. 
I can say that because I was acquainted with your operations long 


before I was in public life. 

Mr. Wixkens. That I believe to be a truthful and honest statement. 

Senator Ture. Yes, sir. 

You may proceed. 

Mr. WitKens. [| agree with you. 

The one thing about this principle of prohibiting trade that I would 
like to talk about is that we live in a specialized world, and we have 
progressed and improved our economic level of living by exchange 
between our people. 

Therefore, it seems to me Government should be encouraging trade 
and commerce between its citizens rather than prohibiting trade. That 
is why this action of prohibiting futures trading in this particular 
commodity—it is very difficult for me to understand why that sort 
of action should be taken. 

On page 2 of my statement I mention futures contracts are used 
everywhere. Sometimes people think that they dre not a party to 
futures trading, but it permeates every phase of our daily living, and 
that is what I have tried to put in here, that farmers, when they con- 

tract seed corn, months ahead of the planting season, are engaging in 
a form of futures contracting. When they build schoolhouses, they 
are engaging in a form of futures trading, and when the town board 
decides to surface a new stretch of road west of town, they are en- 
gaging in futures trading. It is part of everyday business life. It is 
nothing unusual, it is something that we all do. 

On page 3 I made a special ‘point of the cash and the futures mar- 
kets. It has been implied by the proponents of this measure, a pro- 
hibition of trade, that futures contract prices in the background dis- 
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turbed them as they attempt to negotiate cash sales of this commodity, 
onions. 

Last Tuesday, March 18, I went on the trading floor of*the Min- 
neapolis Grain Exchange to get some actual rec ords from a man buy- 
ing cash wheat and also buying futures contracts for wheat. That 
is covered here on page 3. 

Senator Ture. Yes, sir, I see that. 

Mr. Witkens. Tom Moe is a buyer for International Milling Co. 
I asked Tom, “Have you bought any ordinary wheat today that is de- 
liverable on contract?” He said, “Yes, I did.” and he gave me a dup- 
licate of his trading card. 

He had bought from Hallet & Carey Co., one carload of No. 1 
Northern Spring wheat rca Wishek, N. Dak. and he paid $2.363. 
They bought that at 10:28 a.m, I asked Tom, “Did you also buy 
futures this morning” 

He said, “I am going to buy some,” and a little later he gave me a 
duplicate of the futures trading ¢ ard, on which he bought 5 000, again, 
No. 1 Northern Spring wheat the same as the cash. 

He paid for that $9, 2554. In other words, about 11 cents less for 
the wheat that would be delivered in M: ay as against the wheat that 
was delivered in a boxcar that day. 

Well, the point I am trying to make is that those people that do 
not want to use the futures market do not have to use them if they 
do not want to. But here was a company on the same day, had found 
them both (cash and futures) useful to them. And he was saying, in 
effect, to the buyer, “I need some wheat today and I am willing to 
pay 11 cents more for that—For the other, I can wait.” I can take 
delivery on that in May for 11 cents less. 

Here are duplicates of the trading cards, if you would want them. 
It is a record of Tom’s trades. 

When people in onions say you cannot have a cash market and a 
futures market existing side by side it is certainly contrary to what 
we find actually in the market in grain. 

Senator Ture. These documents will be made a part of the com- 
mittee record. You say that these are duplicates, so you do not need 
them. 

Mr. Wixxens. I do not want them. 

Senator Ture. There is no way that we could include them in the 
committee record other than to refer tothem. They will be in the com- 
mittee files on the hearing. 

(The documents referred to will be found in the committee files.) 

Senator Toye. You may proceed. 

Mr. Witkens. The next item I had down was hedging in the futures. 
It has been covered so thoroughly by the others who have preceded 
me I will not spend any more time on it. 

A number of times it has been inferred here that certain people are 
speculators and other people are not speculators. I have yet to find 
aman who walks the face of the earth who is not a speculator in one 
sense of the word or another. It is just a question of degree and how 
much of the risk you want to assume. We are all spec ulators. And 
I made a little point here in my prepared statement that actually all 
of us in this room, and the millions of taxpayers are “long” in the 
commodity markets about 3,000 million bushels of commodities . 
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Uncle Sam owns them. We are speculators involuntarily, in that 
we own those commodities. And in fact, to use a term from the trade, 
we are on margin call every once in a while. Whenever the Depart- 
ment comes in and says, “We need some more money to buy corn and 
wheat and so on,” they are actually coming back to-the speculators 
and saying, “We need some more money to buy commodities.” 

So the risk is there, and someone has to assume it. Once the farmer 
has produced commodities the risk has to be carried by someone. And 
the professional speculator is the one who is willing to step in and 
assume it. 

And it has been mentioned here a number of times today, too, that 
apparently some people who thought they were willing to assume the 
rake have experienced some finance ial reverses and suddenly discovered, 
“Well, maybe I am not so willing to assume these risks as I once thought 
I was, so we will get Congress to pass a law and we will make every- 
thing right with the world. 

And I suspect, that if the truth were known, that there might be 
some of that in the background of those who think that futures tr rading 
is wrong. Futures trading is a part of everyday life and those who 

want to assume the speculative risk can assume it 1f they want to. 

I believe that we have to preserve the right, if we are interested in 
preserving our American competitive system, the right of people to 
participate or not to participate. The freedom of trade is a very 
important principle, and for us to enact laws to say that you cannot 
legitimately trade in this commodity, I think, is embarking in the 
wrong direction. That is my personal conviction on that, and it i 
supported by the board of directors of the Minneapolis Grain Ex. 
change in the resolution they have drafted. 

Prices sometimes reflect. to us something we wish they did not re- 
flect. When it is low, why the sellers are unhappy. On the reverse, 
when it is high, the consumer is unhappy. But price is part of this 
basic economic system that we have, and it is the thing: 

Senator Ture. If you do not mind the interruption, how does the 
low market affect the exchange? Do you get the same commission 
and the same fee as you charge the members, the same fee whether 
the market is reflecting $2.25 a : bushel for wheat or reflec ting 75 cents 
a bushel for wheat ? 

Mr. Witxins. You understand the exchange does no trading. Per- 
haps you are speaking of the members who are in the brokerage and 
futures business ? 

Senator Tuyr. That is correct. 

Mr. Wuxrns. In terms of futures, there is no difference in price 
on the futures commodity. There is a little bit of difference on some 
of them when the commodities are below $1 or above $1, I believe, but 
that very seldom comes into play. But in cash grain commodities, 
there are minimums and maximums that frequently come into play. 

For example, on wheat, I think the cash commission for selling 
wheat, I am just spe: iking from memory here, I have a rule book 
and I could check it exactly—I believe it is a cent and a half mini- 
mum on wheat for selling a bushel of wheat, and the maximum, I 
believe, is 214 cents. So whenever a carload of whe -at—and there was 
lots of durum here a year or so ago, selling for $3 and better a bushel. 
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The maximum there was 214 cents, or something less than 1 percent. 

Senator Tue. It does fluctuate ? 

Mr. Wivxkins. There are minimums and maximums. Just a slight 
difference. But not in the futures end, which is the thing under dis- 
cussion here. 

Senator Tuye. No; that is true. In other words, the man who 
operates in the futures, there you have to pay a fee in order to be 
privileged to operate ¢ 

Mr. Winxes. Yes. Very minor, a very low percentage of the actual 
cost of the particular contract carload. 

Senator Tuyer. Is the grain exchange comparable to the mercantile 
exchange in its membership fee and membership requirements? 

Mr. Wickens. Very similar except that we do not operate the 
clearinghouse ourselves. We have a separate corporation at Minne- 
apolis called the Minneapolis Clearinghouse which handles the clear- 
ing of the trades. That is not handled through my office and my 
staff, whereas apparently at Mr. Harris’ market they handle both, 
and they get a small fee for clearing trades. We do not. We get 
absolutely no fee from any of our members or any trades whatsoever. 
Our entire income is from assessments on our members, a modest 
assessment of about $3 per member, per year. 

Senator Taye. Thank you. 

Mr. Wu.kens. Just by way of conclusion, I wanted to list these 
points : 

I think we need more trade, not less trade, if we are to raise our 
standard of living. I think the most casual sort of research proves 
that; increase trade and you improve the standard of living of people. 
That is why I say we should increase trade. 

I believe, too, that the continuation of the futures markets makes 
it possible for the small operator to better compete with the big 
operator—the futures markets help him. It is easy for them to use, 
they are available to them, the cost is exceedingly low. If you do not 
have a futures contract market, I think it will be placed in the hands 
of fewer large firms, and that has been demonstrated, I think, in other 
cash commodities. If there is going to be manipulation, it can be done 
more readily with cash commodities than it can with futures. Cer- 
tainly it has been demonstrated and proved by research over and over 
again that if you do not have futures trading, the margins will be 
greater. These margins of marketing a commodity will be greater 
because the risk that must be assumed by the merchant is greater. Ido 
not care whether you are talking about onions, or wheat, or overshoes, 
or ladies’ hats, or what you have. Any time you are in a commodity 
where you have a greater risk, they are going ‘to widen it out to cover 
it, and that has been proved over and over again. 

Another point I think that is important is that we must preserve 
the right of decision on the part of the individual, and if we enact 
laws that prohibit trade, we are departing from that. 

Another point is that the Commodity Exchange Authority today 


does have the necessary controls to regulate a market 


: if there are 
abuses. 


Another point I would like to mention in summary is that this 
futures contracts system brings capital into the marketing system to 
help carry and finance inventories. You mentioned this morning, 

96223—58—pt. 2——15 
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would a banker loan to this onion grower the needed margin to make 
his contract. It is inconceivable to me that a banker, if he is financing 
this grower, that he would not go all the way to meet that additional 
requirement because at that point he is trying to minimize the risk from 
the banker’s point of view. My banker friends alw ays tell me that 
they are willing to loan up to 90 percent to a warehouseman if he is 
using the hedging market, whereas they will not go nearly that far if 
he is not using the hedging market. So I should think it would be to 
the banker’s advantage if the grower is willing to hedge. 

So it is quite clearly demonstrated, it seems to me, that it does bring 
in risk capital into financing of the inventories. If the milling com- 
panies did not have the hedging market available, the futures con- 
tract system in wheat, I am satisfied they would have to go into the 
money markets to get additional dollars to use to own the inventories 
which they need to operate. 

I made another note this morning as you were talking, “What if 
there was no crop?” A man growing onions has sold his ‘futures and 
his crop was wiped out. 

Senator Ture. That is right. 

Mr. Wirxens. I have had that question asked me many times by 
groups visiting the grain exchange. 

What if that happened in the wheat market ? 

There is a short position of 10 million, 20 million bushels—what if 
there is no wheat crop ? 

The answer I always give is, “I do not know what will happen.” 

All I can say is the Minneapolis Grain Exchange has been there 
for 78 years, and it has never happened. We have 78 years’ history 
in our market, and there has never been a defaulted contract. Maybe 
it will happen this year, I do not know; but it is not very likely. 

Senator Ture. I think, Mr. Wilkens, my question was more or less 
directed to what would happen to the individual grower if you suf- 
fered a crop loss, because that does happen to certain geographical 
areas ¢ 

Mr. Witkens. It certainly can. 

If he looks at the market and he says, “The onion market is $2, 
and that is a profit for me. I am going to sell my crop”—if he sold 
his crop at $2 and it was completely wiped out, he had absolutely 
nothing to deliver-—— 

Senator Ture. Yes. 

Mr. Winxens (continuing). And the price was up to $2.25, and he 
thought it was going to go higher, I believe all he could do was to 
say: “I was trying to minimize my risk, and, instead, I created a 
greater one.” 

He would have to take his loss, cover his contract, and get out and 
take the 25-cent loss. 

Senator Ture. That is what I was getting at, because, in that 
particular instance, he did not only lose the phy sical crop in the field, 
but he had already contracted and obligated himself, nt what would 
he have to do to get out from underneath that contract ? 

Mr. Witxens. He would have to cover himself or buy. 

If he had sold a future, he would have to go in and buy and cover. 

Senator Ture. He would have to get the onions to deliver- 
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Mr. Wiikens. Or repurchase. He could repurchase the contract. 

Senator Tur. He had no money. All he had was the guaranty 
that the onion crop would not be less than $2 a bushel ? 

Mr. Wiikens. No, if he 

Senator Tuyr. Because how much money had he put up on a 100- 
pound weight of onions to hedge and to secure himself in the market 
at that $2% 

Mr. Winxens. I do not know what the margins on onions are, but, 
certainly, a broker who is serving his customer and is alert to his 
business, will keep in touch with his customer. And if he has made 
a futures commitment to deliver at $2, and the market moves to 
$2.25, he should have had sufficient margin to cover the contract price 


W a at that point, he would probably go into his margin money 
and say, “We have gone into it, now, to the amount of 20 cents. You 
have deposited 2 5 cents. I am going to sell out your position unless 
you give me additional margin money.’ 

He says, “I do not want to do that. I want to take my loss, close 
out my Pade Give me back whatever is left out of the original 
margin.” 

That is the purpose of margins, to guarantee performance on these 
contracts. 

If the individual grower says, “I do not want to hold those trades 
open any more,” they are sold to someone else who is willing to hold 
them. 

You understand, of course, all of these deposits are segregated. 
They are not part of the business broker’s own deposit. They are 
segregated for customers’ accounts. 

"The grower, in the event of crop loss can either go out and buy the 
onions to satisfy the contract, or repurchase, or cover his position and 
take the loss. 

In other words, he thought he was minimizing his risk, but, 
actually, he maybe was ¢ reating a greater one. Of course, that is the 
objective of any businessman, - it would seem to me: To operate to 
keep his risks at a minimum, and he acts intelligently to try to do 
that. 

Well, those were the observations that I had on this whole principle, 
and it is primarily principle that our market was concerned with. 

I know nothing directly about onion trading, except that I do know 
that the principle of futures’ trading serves a lot of people very well 
in the grain and milling industry, and we would not like to see a prece- 
dent established here that would interfere with that system. 

Senator Ture. Thank you, Mr. Wilkens. 

Your full statement appears first, and then also the resolution, and 
then your comments following. 

Wecan continue to sit here. Our next witness is Mr. Zambito. 

Mr. Harrts. He is not here, sir, but the next gentleman is: Mr. 
Zacari. 

Senator Toye. All right, if Mr. Zacari will come forward, we will 
proceed. 

Mr. Zacari. Senator, I would like to state at this time—— 

Senator Toys. You are Francis Zacari ? 

Mr. Zacart. Francis Zacari. 
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Senator Tuy. And you are representing yourself? 
Mr. Zacart. Iam representing myself as a produce dealer. 
Senator Toye. Isee. Proceed. 


STATEMENT OF FRANCIS ZACARI, ALBION, N. Y. 


Mr. Zacart. At this time I would like to express myself. It is a 
known fact, I guess, that about 33 States in this country raise onions, 
and that we have not had a crop failure yet that I have known of. 

Senator Tuyr. Not nationwide? 

Mr. Zacart. That is right. 

Senator Ture. You have had geographical areas that suffered crop 
losses ? 

Mr. Zacart. That is right. And another thing, Senator, I would 
like to explain before I go on with this, is that you have asked the 
question: If a grower w ould hedge his onions, and he lost the crop 
due to hail—that they provide insurance for hail damage on crops. 
I did not know if you knew that or not. 

Senator Tuyr. Who provides hail insurance ? 

Mr. Zacart. You can provide insurance for hail to protect your 
crop against hail. 

Senator Ture. Yes, I realize that. However, it is not mandatory 
and many of them do not. 

Mr. Zacarr. Well, it could be used, if it was used on a hedge pur- 
pose—could it not ? 

Senator Ture. You say, in other words, you could buy crop insur- 
ance right along with the hedging operation / 

Mr. Zacarr. If you h edge | your onions, and you felt as though the 
hail was going to wipe you out 

Senator Ture. How much an acre can you insure? 

Mr. Zacarr. That I do not know, Senator. 

Senator Taye. You cannot insure for the value of an onion crop; 
van you? 

Mr. Zacart. I do not think so. 

Senator Turn. No, I think your premium would be prohibitive. 

Mr. Zacart. But you could msure for some, to protect some of the 
losses. 

Senator Ture. Oh, yes. 

You may proceed, sir. 

Mr. Zacarr. I would like to address you as one speaking in favor of 
the continuation of the futures trading in onions on the Chic ago 
exchange. 

I would like to explain at this time what happened to me in 1949 
and 1950. The onion figures when released showed a very bullish 
condition, and my trade’ became excited as to whether or not they 
could depend on me for sufficient supply for their needs, later needs. 
I became involved in a deal consisting of 80,000 bushels of onions. 
The market at this time ranged from $3.50 to $5 per hundred. 

At this time I was told to hedge these onions, to protect my inter- 
est, which I did not think was necessary. In later months the figures 
began to get bearish, and at the same time the imports began to roll 
in. My trade began to leave me knowing that I had high- priced 
onions, which of course adds up to one thing, “a loss of my shirt,” 
which could have been avoided if I had hedged the onions. 
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Now, Senator, just lately here I had another experience that proves 
again that hedging makes a better market and sound business. By 
that I mean, on March 10, 1958, I had on hand 10 to 15 cars of cabbage, 
which I could honestly say there was not more than 200 cars in the 
State of New York. At this time we had one of the best cabbage 
markets in years. In fact, they all called it a natural. We got a 
snowstorm, blocking our roads, and it was impossible to move this 
cabbage. This market was lost in 7 to 10 days. Otherwise, we 
would have cleaned up nicely. Then again, the imports came, giving 
us no time to market at the high level. 

If at this time we were fortunate enough to have an exchange, we 
could have hedged our cabbage and saved the deal. 

So another good deal turned out to be a bad one. 

Senator, I really believe that the exchange would create enough in- 
terest to start research on onions that will do away with surpluses. 

I guess that is about it. 

Senator Tuyr. What could you accomplish if you proceeded with 
research in onions? What are some of the avenues that you see 
open ¢ 

Mr. Zacarr. Well, I do not know. I know this: I am from the 
State of New York, and we have several canning factories there. We 
have one in particular that uses a lot of dehydrated onions. That is 
Lipton Soup, and they have tried to dehydrate the onions that are 
grown in our neighborhood. They have found out that they cannot 
do it because the climate is not just right for dehydrating these onions. 
So I do not know what research can do. I mean, there are a lot of 
points research can do. 

You see, Senator, there are about 16 States that grow these northern 
grown onions, that are handled through this exchange in Chicago— 
maybe 15 States, I do not want to quote myself. I do not know; 15 
States approximately. The overproduction of these onions are in 
the West. The flow of onions comes East. In other words, we have 
in the East the five largest markets in the country. Onions from 
New York State do not go West. I mean, they do not go West due 
toachannel. Do you follow me on that? 

Senator Tuyr. Well, the only reason for that is your consuming 
markets are on the East, and that in the ( entral West you have a 
surplus production—whether it is onions or grain or what it might be. 

Mr. Zacart. Still, what I am trying to get at, Senator, is to point 
out that the markets in the East govern the price in the West. 

Senator Tuyr. Well I presume because it is the outlet, it is where 
the consumer is bidding for the product. 

Mr. Zacart. That is right. 

Senator Ture. Yes, sir. 

Mr. Zacart. Well, you see wh: at happens here is that all these grow- 
ing areas in the West, or in the East, have their channels to dispose of 
a certain amount of onions, and then their surplus comes East, if the 
market calls for it. So what I am trying to say, Senator, is that the 
exchange gives them all a stepping pomt, a place where they can 
start by hedging their onions, and holding back the oversupply that 
would be thrown in the East, that is guarding their markets out in 
the West. Do you follow me? 

Senator Tuyr. Yes, I do. Does that complete your statement ? 

Mr. Zacari. Yes, sir. 
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Senator Toye. Thank you, sir. 

Is there anyone else who would like to be heard this evening? 

Mr. Harris. Did you want to introduce your friend ? 

Mr. Zacart. No—— 

Mr. Harris. His remarks are the same, Senator, I am informed. 

Senator Ture. If that completes it for tonight, we will stand in 
recess until 10 o’clock tomorrow morning, at which time I hope our 
chairman will be back with us. 

(Whereupon, at 4:50 p. m. the committee recessed until Tuesday, 


March 25, 1958, at 10 a. m.) 
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TUESDAY, MARCH 25, 1958 


Unrrep Sratres SENATE, 
CoMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 324, Sen- 
ate Office Building, Senator Spessard L. Holland presiding. 

Present : Senators Ellender (chairman), Holland (presiding) , Scott, 
and Schoeppel. 

Senator Hottanp. The committee will please come to order. 

At the request of the chairman of the committee, Senator Ellender, 
I ask that this wire from George E. Wiltse, of Arabi, La., be placed in 
the record. 

(The telegram referred to is as follows :) 


NEW ORLEANS, LA., March 25, 1958. 
Hon. SENATOR ALLEN J. ELLENDER, 
Chairman, Senate Agriculture Committee, Washington, D. C.: 

Of the many obstacles confronting agriculture consider the futures market 
near or at the top of the list, particularly the futures trading in onions. In the 
past Mr. Benson has stated that the Commodity Exchange Authority prevented 
manipulation. Since these assurances, onions have sold for 10 cents on the 
Chicago Mercantile Exchange with disastrous results to growers like myself. 
Throughout the country have many friends still trying to make a living rais- 
ing onions in Texas and wheat in Kansas who believe as I do. It is my sincere 
belief that a great service would be done for agriculture if the futures markets 
as now operated were eliminated, especially the onions trading. 

Most respectfully yours, 
GeEorRGE BE. WILTsE, Arabi, La. 


Mr. Harris. Mr. Chairman, I am Everette Harris, president of the 
Chicago Mercantile Exchange. I would like permission to enter in 
the record—and I will not read it—a statement by Charles 8S, Lowry, 
president of the New York Coffee and Sugar Exchange. 

Senator Hottanp. Without objection, that course will be followed. 

Senator Scott, do you have any questions ? 

Senator Scorr. No questions. 

Mr. Harris. Thank you, sir. 


STATEMENT FILED By CHARLES S. Lowry, PRESIDENT, NEw YORK COFFEE AND 
SuGAR ExcHANGE, NEw YorK, N. Y. 


My name is Charles 8S. Lowry. I am president of the New York Coffee and 
Sugar Exchange, located at 79 Pine Street, New York City. 

As its name indicates, the exchange is a commodity exchange for futures trad- 
ing in two pricipal agricultural commodities, coffee and sugar. 

On behalf of the exchange, I am authorized to say that we view legislative 
proposals to prohibit futures trading in onions with a great deal of concern. 
We wish, therefore, to go on record against such proposals, with certain reserva- 
tions which are to be detailed later. 
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Your committee has before it two bills, S. 778 and S. 1514, which would ban 
futures trading in onions. The House of Representatives already has approved 
a bill similar to the two named, H. R. 376, which also would ban futures trading 
in onions. 

The enactment into law of any of the three bills would constitute a new and 
dangerous precedent and a departure from the policy established by Congress of 
dealing with futures trading in commodities. 

As you probably know, the controversy over futures trading arose in the late 
1880’s with the rise of the futures markets and continued until the late 1920's 
and the early 1930's. 

Then, as is the case with onions at present, the commodity exchanges were 
charged with contributing to price declines in the commodities traded in upon 
them. 

More than 200 bills to ban or regulate futures trading were introduced but 
none passed. The Congress decided that regulation and supervision, and not 
destruction, was the policy to be pursued toward commondity-exchange trading 
in domestic commodities. 

Commodities produced primarily outside the United States were left outside 
the jurisdiction of the agency established to administer exchange legislation. 
The theory was that regulation and supervision in such instances were outside 
the scope of a domestic administrative agency. Among such commodities were 
coffee and sugar. However, no proposals to ban futures trading in commodities 
grown outside the country were seriously considered, it being realized that such 
action would only drive such trading outside the United States with no benefits 
to this country. 

In September 1955, after controversy over futures trading in onions, the Con- 
gress enacted legislation which placed such trading under the jurisdiction of the 
Commodity Exchange Administration, which administers exchange legislation. 

This was in line with the policy previously established by the Congress and 
we question whether there has been sufficient time to test the effects of super- 
vision and legislation. 

The abolition, by law, of a contract futures market is a very drastic step. 
Unquestionably, it is a blow at free enterprise and a free market. 

Consequently, we wish again to express ourselves as strongly opposed to such 
legislation unless—and this is the reservation previously mentioned—it can be 
clearly shown that such action is the public interest. 


Mr. Harris. Also one other item : 

An editorial appearing in the Chicago American, by Hal Thomp- 
son, financial editor, under date of January 27, entitled “Facts Don’t 
Back Foes of Trading in Onion Futures.” 

Senator Hotianp. Senator Scott, any questions? 

Senator Scorr. No questions. 

Senator HoLttanp. Without objection, that will be made a part of 
the record. 

Mr. Harris. Thank you, sir. 

(The editorial referred to is as follows :) 


[The Chicago American, January 27, 1958] 
Facts Don’t Back Fores oF TRADING IN ONION FuTruRES 
By Hal Thompson, Financial Columnist, The Chicago American 


The onion trading odor which several years ago touched off a congressional 
investigation of price movements and methods employed in the marketing of the 
vegetable seems to be lingering. 

This time some of those who have been burnt financially in the market and 
some onion growers who have become displeased over the low returns they have 
been receiving for their crops have petitioned Congress to junk futures trading 
in onions entirely. 

So Congress is giving consideration to legislation to accomplish this purpose. 
At the last session of Congress the House Agriculture Committee approved the 
bill and it is now pending before the House. 
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In the Senate a similar bill was approved by an agriculture subcommittee 
and it is now pending before the full committee. That is the current status 
of the measure. 

Now we'll put on the record for a playback to 3 years ago, and this is how 
the action then developed : 

Early in the spring of 1955 onion prices underwent violent fluctuations on 
the Chicago Mercantile Exchange. Almost immediately there arose a great hue 
and cry among some traders who went “short” and some onion growers who 
decided to turn speculators. 

SOME TRADERS LOSE 


Some traders are reported to have lost small fortunes during this period. 
Ditto some of the growers when they held onto their supplies too long and 
prices for onions tumbled sharply when the spring crop moved to market ahead 
of time. 

These groups shouted for some protective measures to be taken against such 
sharp up and down swings in onion prices. The scapegoat they selected then 
vas “lack of Federal supervision over futures trading in onions.” Put this 
trading under the watchful eyes of the Commodity Exchange Authority and 
these things wouldn’t happen, they argued. 

The writer was impressed with their reasoning and contributed several col- 
umns on the subject, taking up their cause. The net result was that Congress 
passed a law placing onion futures trading under the CEA. This is the same 
agency which performs a similar task in the grain and cotton markets. 

The proponents of this legislation then expressed themselves as hopeful that 
this would forestall wild speculation and halt a declining trend in onion prices. 
But experience has proved that they built such hopes too high, for the price 
trend has been generally downward. 

This time the onion growers, through their national growers association, say 
the blame for this erosion of onion prices must be placed on futures trading. 

The Commodity Exchange Authority made an investigation into their com- 
plaints against futures trading and reported that this method was blameless. 
This failed to satisfy the onion growers’ lobby and so it asked abolishment of 
futures trading by Congress. 

In adopting this policy the proponents of this legislation blithely chose to 
entirely overlook crop statistics, population growth in this country, and con- 
sumer consumption of onions. 

This data shows that the production of onions has been rising rapidly. In 
the 1928-37 period the average crop was 19,914,000 50-pound bags. For the 
5-year interval ending in 1953 the average was 32,708,000 50-pound bags. 


ASK PRICE INSURANCE 


The population of the country was around 122 million in 1930 and 161 million 
in 1955. Employing the estimated population figures for 1955 it is calculated 
that onion production has risen nearly 68 percent since 19387 while our popula- 
tion has risen only 32 percent. Per capita consumption of onions has remained 
almost constant in this country at approximately 201% pounds annually. 

Thus on the basis of these figures it should be plain to almost every onion 
farmer why their prices have been trending downward—they’ve been way over- 
producing their prospective market. And quite frankly the elimination of fu- 
tures trading isn’t going to halt that trend one iota. 

Figures have yet to be presented that prove that this kind of policed trading 
causes wild fluctuations in commodities. Until they are, it would seem to be 
unwise for Congress to take the arguments against this method too seriously. 


Senator HoLtnanp. Your name, sir? 

Mr. Harris. FE. B. Harris. 

Senator Hottanp. Isee. You appeared yesterday ? 

Mr. Harris. Yes, sir. 

Senator Ho.titanp. Is this Mr. Miller? 

Mr. Miuier. Yes, Senator. 

Senator Hortanp. Have a seat, Mr. Miller, and proceed in your 
own way, please. 
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STATEMENT OF J. ARTHUR MILLER, GENERAL COUNSEL, CHICAGO 
MERCANTILE EXCHANGE, CHICAGO, ILL. 


Mr. Miter. My name is J. Arthur Miller. I am a member of the 
law firm of Campbell, Miller, Carroll & Paxton, of Chicago, Ill., and 
for the past 35 years have been the general counsel of the Chicago 
Mercantile Exchange. 

The Chicago Mercantile Exchange i is a not-for-profit corporation 
organized under the laws of the State of Illinois, and conducts a 
commodity exchange in Chicago. 

As it is the commodity exc hange or board of trade upon which the 
largest amount of trading in onions for future delivery is conducted, 
and as many of its members derive their living toa substantial extent 


from the commissions received from such trading, the exchange is, 


of course, opposed to S. 778, which is designed to ‘abolish all trading 
in onion futures upon that or any other exchange or board of trade, 
which has been designated by the Secretary of Agr iculture as a “con- 
tract market” under the Commodity Exchange Act. 

I shall not attempt to discuss either the raising or the marketing 
of onions but shall confine my remarks to the legal aspects of the bill 
under consideration. 

I have heretofore submitted a written opinion to the exchange with 
respect to the present bill and, as I set forth in that opinion all that 
I have to say here, I think it will save time if I incorporate my letter 
of opinion into this statement and read it to the committee. 

The letter is as follows: 


You— 
When I say “you,” I refer to my firm— 


Have requested our opinion as to the constitutionality of S. 778, a bill introduced 
in the Senate at the ist session of the 85th Congress, to amend the Commodity 
Exchange Act, which bill, if adopted, will prohibit any contract for the sale 
of onions for future delivery on or subject to the rules of any board of trade in 
the United States which has been designated as a “contract market.” 

Because the bill is designed to prohibit and not merely to regulate futures 
trading in onions, we are of the opinion that the proposed act, if enacted, would 
be unconstitutional. In due course we shall submit a brief setting forth our 
reasons for this opinion but in this letter we wish to point ont the danger in- 
herent in the proposed bill which we think should be immediately called to the 
attention of Congress. 

Whether or not the act is constitutional will, of course, depend upon the 
United States Supreme Court. We-believe in the utmost sincerity that the act 
is unconstitutional. However, obviously, the Court could decide otherwise. If 
the Court should hold the act to be constitutional, the immediate result would 
merely be to prohibit trading in onions for future delivery. 

Therefore, the immediate result of such decision would only affect the relatively 
few persons who are raising or dealing in onions and so far as the general welfare 
and economy of the country are concerned, the result would be of little signifi- 
cance. However, if the present bill should be enacted and declared constitutional, 
it is our opinion that the ultimate—as distinguished from the immediate— 
consequences would have an impact upon the economy and general welfare of 
this country that would be disastrous. Consequently, it would seem that Congress 
should be alerted to the risk and the danger which it may be creating if it enacts 
this apparently inconsequential bill. 

For fear that we may seem to be exaggerating the danger, we shall explain 
why we think a bill which purports to do no more than abolish a specific form 
of trading in a specified commodity can have any such dire consequences. 

The reason is to be found in the legal principle which the Supreme Court 
would necessarily be required to establish in order to hold this legislation con- 
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stitutional. The Court would necessarily have to decide that the Congress of 
the United States may enact laws to prohibit intrastate commerce. 

Not interstate but intrastate commerce. 

Such a holding would certainly be more radical and perhaps more far-reach- 
ing than any decision that Court has ever rendered in its long existence. The 
principle thus established would affect all future legislation in the field of inter- 
state and intrastate commerce. 

In support of these conclusions, it is in order to review some of the legislation 
affecting futures trading and the decisions of the United States Supreme Court 
pertaining thereto and, thus, to show the framework in which §S. 778 fits. 

In 1921, the President approved the Futures Trading Act and, in Hill v. 
Wallace ( (1922) 259 U. 8S. 44, 66 L. ed. 822), the Supreme Court held the act to be 
unconstitutional. The act imposed a severe tax on all contracts for the sale of 
grain for future delivery but excepted from its application sales on boards of 
trade designated as “contract markets” by the Secretary of Agriculture on full- 
fillment by such boards of certain conditions and requirements set forth in the 
act. 

The Supreme Court in holding the act to be unconstitutional said that the so- 
ealled tax was merely a penalty and, therefore, invalid. And it then considered 
the question whether the regulation provided for by the act could be sustained 
under the commerce clause of the Constitution and held that: “Sales for future 
delivery on the board of trade are not in and of themselves interstate commerce,” 
and that, therefore, Congress had no power to regulate them and that the act 
was unconstitutional. However, the Court then pointed out to Congress a possible 
method of regulating futures trading by the following language. 


The decision, by the way—going out of the context for a moment— 
was written by Chief Justice Taft and, as I suggested, he pointed out 
to Congress a method of passing a law which might make it constitu- 
tional. 

Chief Justice Taft said: 

“They—futures—cannot come within the regulatory power of Congress as 


such unless they are regarded by Congress from the evidence before it as directly 


interfering with interstute commerce so as to be an obstruction or a burden 
thereon.” 


So far as the decision is concerned, continuing with my letter to 
the exchange: 


Whereupon, Congress accepted the suggestion of the Supreme Court and ac- 
cepted the fact that futures trading does not constitute interstate commerce 
and enacted in 1922 the Grain Futures Act—now the Commodity Exchange Act, 
as amended. 

This act as enacted by Congress contained section 3, which is a detailed find- 
ing of facts— 

That is, following Chief Justice Taft’s suggestion— 

* * * including the finding that “Fluctuations in price in such trading constitute 
an obstruction to and a burden upon interstate commerce and renders regula- 
tion imperative for the protection of such commerce and the national public 
interest.” 

The constitutionality of this act was brought 2 turn before the Supreme 
Court in Board of Trade v. Olson ((1923) 262 U. S. 1, 67 L. ed. 839), and the 
act was held constitutional. 

The Court again said, however, that sales for future delivery on boards of 
trade are not in and of themselves interstate commerce and that they do not 
come within the regulatory power of Congress, as such, unless they afe regarded 
by Congress from the evidence before it as directly interfering with interstate 
commerce so as to be an obstruction or a burden thereon. 

The Court then proceeded to point out that after extensive hearings of evi- 
dence by Congress, it had enacted the said Grain Futures Act incorporating 
therein extensive findings of fact. 

Some of these findings are as follows: 

“* * * that transactions in commodities involving the sale thereof for futures 
delivery as commonly conducted on boards of trade and known as ‘futures’ are 
affected with a national public interest ; * * * that such transactions are utilized 
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by shippers, dealers, millers and others engaged in handling commodities and 
the products and byproducts thereof in interstate commerce as a means of 
hedging themselves against possible loss through fluctuations in price; that 
the transactions and prices of commodities on such boards of trade are susceptible 
to manipulation, et cetera. * * * and that such fluctuations in prices are an 
obstruction to and a burden upon interstate commerce in commodities and the 
products and byproducts thereof and render regulation imperative for the pro- 
tection of such commerce and the national public interest therein.” 

The Court then said that because of the findings made by Congress, it was 
prevented from questioning the conclusions of Congress to the effect that futures 
trading may from time to time directly burden and obstruct commerce between 
the States in grain and, consequently, concluded that Congress had the power 
to regulate such futures trading. 

It will be seen from the foregoing that the Supreme Court decided in both 
Hill v. Wallace and Board of Trade v. Olson that futures trading is not in and 
of itself interstate commerce and that it is subject to regulation not because 
it constitutes interstate commerce but only because Congress after hearing 
the evidence had found as a fact that it directly affects interstate commerce. 

In this connection, let us bear in mind that the so-called commerce clause of 
the Constitution, namely, section 8 of article I, provides that Congress shall have 
the power “* * * to regulate commerce with foreign nations and among the 
several States and with the Indian tribes,” but that nowhere does the Constitution 
give Congress the power to prohibit interstate commerce, and the Constitution 
does not, of course, specifically empower Congress even to regulate, much less 
prohibit, intrastate commerce. 

As seen above, futures trading does not constitute interstate commerce and is 
subject to regulation only because of the findings set forth in what is now sec- 
tion 3 of the Commodity Exchange Act. Those findings say that: 

“Such transactions—futures—are utilized by shippers, dealers, millers, and 
others engaged in handling commodities and the products and byproducts thereof 
as a means of hedging themselves against possible loss through fluctuations in 
rice.” 

' In other words, Congress has found that futures transactions serve an eco- 
nomic purpose and, further, has found in the words of section 3 that they are 
“affected with a national public interest.” 

It was for this reason that the Supreme Court held that they were subject to 
regulation under the commerce clause, but S. 778 does not purport to regulate 
futures in onions. They are already regulated under the Commodity Exchange 
Act. 8. 778 seeks to prohibit such transactions entirely, even though under an 
unbroken line of Supreme Court decisions such transactions are intrastate and 
not interstate transactions. 


I have a note here, and the note is that the Grain Futures Act was 
amended in 1936, its name changed to the Commodity Exchange Act; 
and butter, eggs, and Irish potatoes were included as commodities to 
be regulated. 

This was the first time that the Mercantile Exchange became con- 
cerned, because, theretofore, the act had covered grain, and these com- 
modities were traded in on the board of trade, but not those traded 
in on the Chicago Mercantile Exchange. 

Senator Hottanp. A question: 

Does the trading in futures apply to butter, eggs, and Irish 
potatoes ? 

Mr. Mier. It does. 

Put in, Senator, under the 1936 amendment. 

Senator Hotianp. Is trading in futures used as to all commodities 
handled by the board which you represent ? 

Mr. Miter. Yes, Senator. 

The constitutionality of this act was again attacked, but again up- 
held on the basis that trading in these commodities for future delivery, 
although constituting intrastate commerce, directly affected interstate 
commerce. 
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Moore v. Chicago Mercantile Exchange (Seventh Circuit, 90 Fed- 
eral Second 735, decided in 1937, certiorari denied, 302 U. S. 710). 
Also, the same year, Kansas City Board of Trade vy. Milligan (Kighth 
Circuit, 90 Federal, Second 855; certiorari denied, 302 U. S. 710). 

It was not until 1955 that onions were brought under the act by 
amendment approved on July 26, 1955. 


Again quoting from my letter to the exchange: 


Let us return now to the aspect of this matter which we think should be con- 
sidered immediately, namely, that Congress should be alerted to the danger of 
having this bill declared constitutional by the Supreme Court. 

Assume the enactment of the bill and assume it is found to be constutional by 
the Supreme Court: 

What must be the basis on which the Court reaches its decision holding the 
bill constitutional? 

Remember that the Constitution does not empower Congress even to regulate 
intrastate commerce, much less prohibit it; and remember that in both the Hill 
case and the Board of Trade case, the Supreme Court said that futures trading 
is not of itself interstate as distinguished from intrastate commerce. 


But that it is intrastate commerce. 


Therefore, if the Supreme Court should hold §S. 778, which prohibits trading 
in onions, constitutional, it must necessarily hold that under the commerce clause 
Congress has a right to prohibit not only interstate but intrastate commerce. 

We believe that never in the course of our history has it even been suggested 
that Congress has such power. 

The effect of such a decision, we submit, would be disastrous, for it would 
destroy forever the many decisions of the Supreme Court differentiating between 
interstate and intrastate commerce. 

Furthermore, it would expose from now on all intrastate commerce not only 
to regulation but to prohibition by Congress; for, in our present active economy, 
there is, we submit, no commercial activity that can be without effect upon 
interstate commerce in one or more of its aspects. The purchase or sale in any 
substantial amount of any commodity even by a dealer or retailer entirely 
within a State certainly has an effect upon interstate commerce. The sale or 
withholding from sale of any substantial amount of any crop grown within a 
State necessarily affects interstate commerce. The planting and growing of 
cotton, tobacco, grain, or any other agricultural commodity within any State 
could be entirely prohibited under any such assumed decision. Other examples 
‘ean be multiplied almost ad infinitum. 

In view of the foregoing, we suggest that you call to the attention— 


I am still on my letter to my client— 


of Congress the consequences that could result from the enactment of 8S. 778 in 
the event it is declared constitutional. 

If the act is declared unconstitutional by the Supreme Court then, of course, 
all efforts devoted to it by Congress and its committees will have been futile. 
But if it is declared constitutional then, although Congress will have succeeded 
in prohibiting futures trading in onions, certainly a very trivial accomplish- 
ment, it will have opened a veritable Pandora’s box which could change the en- 
tire future of this Nation. Certainly, if the bill is enacted and declared con- 
stitutional, most of the remaining rights of the States are gone. 

Therefore, we feel that you should take active steps to call to the attention 
of Congress and to any of its committees that are—which are considering the 
bill, its possible effect on the future of this Nation, and endeavor to persuade 
them that such risk should not be incurred. If the bill is passed by Congress, we 
think briefs should be filed with the President in an endeavor to persuade him 


that it should be vetoed. 

That is the end of my letter of opinion to the exchange and sub- 
stantially all that I have to say except that I would like to conclude 
with one further suggestion : 

Mr. Chairman, I think it inevitable that sooner or later the United 
States Supreme Court will be called upon to decide whether or not 
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the Federal Government may not take over the direct control of all 
commerce in this country, both interstate and intrastate, and prohibit 
and regulate either at will. However, it seems to me that when that 
matter comes before the Court it should be presented in a case where 
the issue is manifest and clear so that both the public and the press 
may know while the case is pending the consequences of the decision 
which the Court will render. And I think it would be most unfortu- 
nate if such an issue should come before the Court concealed in a 
bill which appears on its face to merely prohibit some trivial part of 
commerce, with the result that even some of the members of the Court 
might not realize the significance of their decision and the repercus- 
sions that would surely flow from it. 

Senator Hottanp. The Commodity Exchange Act is a Federal act, 
is it not? 

Mr. Mitier. Yes, Senator. 

Senator Hotianp. And it gives the right to trade in certain agricul- 
tural commodities to organizations which come within the definition 
of “commodity exchange” as stated in that act ? 

Mr. Mitier. And have been designated as such by the Secretary of 
Agriculture. You have to go before the Secretary of Agriculture and 
obtain what amounts to license called a “designation.” 

Senator Hottanp. And your client is one such organization ? 

Mr. Mituer. That is right. 

Senator Hottanp. Does your client, or any such organization, get 
the authority to deal in any agricultural commodity except through 
said act of Congress and the designation by the Secretary of Agricul- 
ture as one which is entitled to operate under that act? 


Mr. Mixer. It starts out the other way, Senator. 

Exchange starts out with the right to deal in anything except those 
commodities which, under the act, have been specified and are regu- 
lated. And if you are going to deal in those commodities, then you 
must get a angen and a specific right to deal in those commodi- 


ties, but may deal in others without supervision by the Commodity 
Exchange Administration. 

Senator Hoiuianp. In other words, the Chicago Mercantile Ex- 
change could, prior to its designation as a qualified agency to deal 
in those commodities covered by the Commodity Exchange Act, deal 
in any other agricultural commodity ? 

Mr. Mixer. Yes; let me give you an illustration—— 

Senator Hotxanp. I think that is clear. 

Well, now, your organization gets its right to deal in the commodi- 
ties covered by the Commodity Exchange Act, however, wholly from 
that act, and from the action of licensing it by the Secretary of Agri- 
culture under the act; doesn’t it ? 

Mr. Miter. Well, I think the power comes from the right to deal, 
as a matter of fact; but Congress has said that it must be regulated 
and, therefore, that you have to have a designation to deal in those 
under these regulations. 

I mean, I a technically speaking, the power comes from the 
right to deal in commerce; but, as they are regulated, they must be 
dealt in under the regulations. 

Senator Hotianp. The point I am trying to get an answer on is: 
Does your organization have a right to deal, let us say, in wheat, 
which comes under the Commodity Exchange Act and is under the 
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regulation set up by the act and by the Secretary of Agriculture, ex- 
cept by designation by the Secretary of Agriculture? 

Mr. Mier. It does not deal in wheat—it does not have the right 
to do so unless it would qualify. 

Senator Hotianp. And you did not have the right, therefore, to 
deal in onions until they, too, were brought under the act. 

Is that correct ¢ 

Mr. Mutter. No; we dealt in onions before they were brought under 
the act. 

Senator Hottanp. Did you deal in onion futures before they were 
brought under the act? 

Mr. Miutxier. Oh, yes. 

Senator Hoxttanp. All right. 

Now that they are brought under the act, you cannot deal in them 
except by having been licensed by the Secretary as an organization 
coming under the Commodity Exchange Act ? 

Mr. Mutter. Right. 

Senator Hotianp. Is it your view that Congress can or cannot im- 
pose any limitation or condition upon its grant of a right to deal in 
any commodity which comes under the terms of that act, like, for 
instance, the condition that no trading in futures shall be indulged in? 

Mr. Miter. I think that is a prohibition entirely. 

The act only relates to futures trading and nothing else. And then 
it would prohibit the very thing that it was designed to regulate. 

Senator Hotianp. In other words, your statement is that the Com- 
modity Exchange Act covers nothing but trading in futures? 

Mr. Mutter. That is all; that is all. 

Senator Hotianp. It does not cover spot trading ? 

Mr. Mitter. No, not at all. 

Senator Hotianp. In other words, your position is that if Con- 
gress is going to cut off the trading in futures, in effect it is cutting 
off its own action in bringing onions within the operation of the act. 

Is that it ? 

Mr. Mitter. That is right, Senator. . 

Senator Hotianp. Then your position is that if Congress is going 
to take that position, it ought to repeal its act by which it brought 
onions within the group of regulated commodities ¢ 

Mr. Miter. No, that is not exactly my position. 

My position is that Congress cannot take that position. 

In my opinion Congress cannot prohibit, it cannot prohibit as 
against regulating, distinguishing between those two things. 

Senator Hontianp. Well, if Congress repealed the act by which it 
brought onions under the Commodity Exchange Act, then trading in 
onion futures would not be affected any further on your commodit 
exchange or any other, because onions would not be one of the af- 
fected commodities. 

Is that correct ? 

Mr. Minter. No, they would go right ahead and trade. There 
would be no regulation of them at all, and they would trade just 
as they did before the passage of the act. 

Senator Hoitanp. Well, what good would come to the onion pro- 
ducers and the onion handlers out of the act, placing onions under 
the Commodity Exchange Act, if Congress should pass an act pro- 
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hibiting the dealing in futures of onions, and if that act were up- 
held by the courts? 

Mr. Mixxer. Well, it would just put them out of business entirely, 
so far as futures trading is concerned, which is the only purpose of 
the act. 

I mean, they put them under it, and now they say they cannot trade 
inthematall. So it would just do away with it. 

Senator Hottanp. Let me see if I get your position. 

Your position is that the only result of the passage by Congress 
of the act of 1955 in this field was to regulate the trading in futures of 
onions on the various commodity exchanges; and the passage of the act 
before us, if I understand you, which would prohibit that trading, 
would, in effect, nullify any advantage that came to onions from the 
passage of the 1955 act, but would also put Congress in the new posi- 
tion of trying to prevent futures trading in onions on the commodity 
exchanges, such trading being fully authorized which had full right 
under State law prior to > the passage of the 1955 act. 

Is that what you mean ? 

Mr. Mitier. Yes; but Iam not sure we are thinking alike. 

If they leave the act, the basic act, in effect 

Senator Hotitanp. That is the 1955 act, or the Commodity Exchange 
Act? 

Mr. Mitter. The Commodity Exchange Act. 

Senator Hottanp. All right. 

Mr. Miner (continuing). Leave that in effect, and now say that 
onions may not, under any circumstances, be traded, we still have our 
designated under the Commodity Exchange Act and, therefore, we 
could not trade onions at all. 

If they do away with the entire act, the Commodity Exchange Act 
entirely, we could go right back to trading in anything we that we 
wanted to. But if “they leave the act in existence but just pick out 
onions and say, “You cannot trade in onions,” we would have to have 
our designation in order to trade in other things, and we would not 
be able to trade in onions. 

Senator Hotzanp. Well, I think that is the same thing I was trying 
to state in my question. 

Mr. Mitter. Perhaps so. 

Senator Hotianp. What I am trying to bring out by my question 
is this: Do I understand that your position is this, that the 1955 act, 
bringing onions under the act, allowed you to trade in futures under 
that act, but did not give you any new power that you did not have 
before with reference to onions—it simply regulated your trading 
in the futures ? 

Mr. Miter. That is right. 

Senator Hotianp. All right. Do I understand you now to take the 
position that passage of the present act would, by destroying the trad- 
ing in futures, destroy any benefit that came by reason of the passage 
of the 1955 act, and constitute a new thing, that is, the use by Congress 
of its purported power in this field to prevent trading in futures which 
before the passage of the 1955 act was perfectly legal, and was used 
in your Chicago Exchange? 

Mr. Muuezr. That is right, sir. That is right. But the point I am 
making here, Senator: n this prohibition, Congress has no right, 
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and it has never been suggested by any lawyer, so far as I know, that 
Congress has the right to prohibit intrastate commerce. And if it has, 
it can do anything, Senator, and the dual form of government of 
this country is gone. 

Now, people are always talking about the dire consequences or some- 
thing, and they are often exaggerating. However, I am perfectly sin- 
cere when I say that if the Supreme “Court ever holds that Congress 
can prohibit interstate commerce, that our dual form of government 
is gone, because commerce just affects everything now. We have 
got aT 

Senator Hotuanp. Is it.your view, then, that it is intrastate rather 
than interstate commerce to have a sale in futures of an agricultural 
commodity which at the time is not within the State where the ex- 
change is, but is being produced, or maybe it has not yet been planted, 
but will be produced in a State far distant ¢ 

Mr. Mitier. There is no question about that, Senator, because the 
Supreme Court has said that it is intrastate commerce in decisions 
deciding that very question. So you do not have to take my opinion, 
there is the opinion of the Supreme Court of the United States in 
five different cases that I have cited here, all holding that it is intra- 
state commerce. 

Senator Hottanp. And that opinion took no notice of the question 
of where the commodity was to be produced ? 

Mr. Mittrr. No; because—this 1s the reason, because those contracts, 
they may never result in a delivery. They may be offset, you know, 
or they may be delivered from within the State. When they are made, 
you do not know where the commodity is coming from. It may per- 
haps ultimately come from out of State, but that is incidental. They 
could all be fulfilled by commodities within a State, or they could 
all be offset so there would not be any deliveries. It is for the purpose 
of hedging, and therefore it is not necessary that there actually be 
deliveries. 

In many contracts all the trading is closed out, without actual de- 
livery. It is not essential to it. 

Senator Hottanp. As a matter of fact, a great majority of the con- 
tracts are closed out that way ? 

Mr. Mier. Right. 

Senator Hotianp. All right; any questions? 

Senator Scuorrret. Mr. Miller, I would like to ask you if you ap- 
peared before the House ? 

Mr. Mitter. No, I did not, Senator. 

Senator Scuorpret. I listened to part of your testimony here, and 
I have read your statement. It is most interesting, and I wonder why 
you did not appear and present this most important aspect ? 

Mr. Miiter. My client did not ask me to, Senator. 

Senator Scnorrret. Well, that is a good enough answer. The 
phrasing here, in this most important matter, is what prompted me 
to ask whether the House, in its deliberations, had this view before 
them. 

Mr. Mitzer. I do not know. Here is Mr. Harris; maybe he can 
tell me why I was not asked. 

Mr. Harris. Off the record, please. 
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Senator Hotianp. Off the record. 
(Discussion off the record.) 

Mr. Miter. Mr. Harris says they did not dream that it ever would 
pass the House, and apparently they did not want to incur the ex- 
pense of having their attorney come down. 

Senator Scnuorrret. Thank you very much. 

Senator Hottanp. Senator Scott? 

Senator Scorr. No questions. Not being a lawyer, I think I would 
be out of place in taking part in this discussion. 

Senator Hotianp. Senator Barrett. 

Senator Barrerr. Mr. Chairman, I wonger if I could make a short 
statement ? 

Senator Hotitanp. Yes, we will work you in right here. 

Senator Barrett of Wyoming. Come right up, Senator. 

Do you have a copy 

Senator Barrerr. No,I donot. I have a little amendment, though, 
that 1 wanted to speak on for a moment, Mr. Chairman. 

Senator Hotianp. Off the record. 
(Discussion off the record. ) 





STATEMENT OF HON. FRANK A. BARRETT, A UNITED STATES 
SENATOR FROM THE STATE OF WYOMING 


Senator Barrerr. Mr. Chairman, I confess that I am not too well 
informed on this matter of the futures market on onions. I read the 
debate in the House with a great deal of interest. I was able to get 
some help from the staff of this committee on a little investigation 
of the situation with reference to the futures market on wool and wool 
tops and, consequently, I think that a further study should be made 
of that situation. 

For the purpose of bringing the matter to the attention of this com- 
mittee, and to the Senate, I have prepared an amendment that would 
include wool and wool tops in this legislation. Senator O’Mahoney 
has joined with me on the amendment. 

Now, the reason that I did that is that it seems to me that wool 
and onions are in pretty much the same situation. As a matter of 
fact, we produce only a third of the wool that we consume in this 
country. The price of the wool is determined largely by the price 
of foreign wool. It has been traditionally so down through the years. 
The world price of wool is the accepted figure for the price of domes- 
tic wool. 

However, a situation has developed in recent years where 6 top 
makers control 80 percent of all of the business done in wool tops in 
this country, and 3 of them control more than 50 percent of the 
market. 

Senator Ho.ttanp. Will you describe wool tops for the record ? 

Senator Barrett. Wool tops is a process whereby after the wool is 
scoured it is carded and of course semiprocessed and the fibers are 
combed and laid parallel and twisted like a rope and it is made into 
long, continuous strands. Instead of using the raw wool, worsted 
manufacturers use this semiprocessed wool exclusively to make cloth. 
It used to be that the mills made their own tops but now only a few do 
and the rest buy their supplies from topmakers. 
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Senator Hottanp. And where is this process carried on ? 

Senator Barrerr. Most of it is carried on here in the East, along 
the eastern seaboard. 

Well, I would say about 95 percent if it or along in there, is processed 
in the area where wool is handled. Boston, of course, is the big market 
in this country for wool, both foreign and domestic. 

Senator Horianp. It is not a part of the agricultural process? 

Senator Barrerr. No. 

Senator Hotianp. It does not take place on the farm in that im- 
mediate neighborhood ¢ 

Senator Barrett. That is right. 

Now, the situation is such, Mr. Chairman, where these keep top- 
makers, dealing also in the futures market, are in a position to domi- 
nate the price of wool at the time the growers are ‘eling the wool off 
the sheep’s back and selling it, by reason of their ability to control the 
futures market. So they have upset the traditional system of having 
the price of wool determined by world prices and as a result the oppor- 
tunity presents itself to these three large topmakers who do more than 
half of all of the business in wool tops in this country to beat the mar- 
ket down, particularly at the time when th growers are shearing their 
wool and offering it for sale. 

Senator Hoixanp. Is the trading in futures solely in the field of 
wool tops, or is it also in raw wool ? 

Senator Barrett. It is also in raw wool. They are, of course, 
related. I might just as well tell you that I am not too familiar with 
all of the manipulations that can be made in this business, but I do 
know that the growers feel that the market has been unduly affected 
by these top makers, and there have been numbers of times when the 
price on the futures market has been much lower than the world price 
for the same period of time involved. 

Senator HoLianp. Are there only three top makers? 

Senator Barrerr. No. No, there are 6 top makers who control 
80 percent of the business in the country, and 3 who control 50 per- 
cent of the business of the country. I do not know the total number 
of top makers, all told, but they are a relatively small number. 

Now, Mr. Chairman, I am not prepared to discuss the legislation 
before you. I believe that this committee ought to pursue the pur- 
poses of our amendment. As I said in the beginning, Mr. Casso of 
the staff of this committee did a great deal of work on this matter 
a year or so ago at the request of the growers, and got together a lot 
of very valuable information. It is one thing to feel that something 
is being done to manipulate the market, and it is quite something else 
to be able to prove the case. 

Senator Scuorepre.. Mr. Chairman, I would like to ask the Senator 
a question 

Senator Hottanp. Senator Schoeppel. 

Senator ScHorpre.. If you do not mind my breaking in here? 

Senator Barrett. I will be glad to do it. 

Senator Scuorrret. Now, wool, as such, is not a perishable com- 
modity. 

Senator Barrett. That is right. 

Senator ScHoepret. It is a storable commodity. 

Senator Barrett. That is right. 
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Senator Scuorrre.. It is susceptible to being stored and loans ob- 
tained on it in the proper and necessary course ‘of the transaction ? 

Senator Barrerr. That is right. 

Senator SCHOEPPEL. Therefore, if the situation develops as you 
have indicated, then when the shearing season is on, they manipulate 
or handle these markets in such a way as to depress the price, what 
is there to force these people to put it on the market ? 

Senator Barrert. Well, that is a good question. That brings out 
clearly the distinction between onions and wool. 

Wool is a nonperishable, and onions are perishable. Here is the 
reason why it just does not work out the way that you suggest, Sen- 
ator: 

We have hundreds of thousands of small producers of wool in this 
wor Out in my section of the country we operate on a larger 

scale, and sometimes an operator runs 3 or 4 thousand, and sometimes 
— to 10,000 or more sheep, whereas, in the central part of the coun- 
try, and in your State and elsew here in the country, farmers run 
from 40 to, say, 80 or 100 head of sheep. Farmers just run them in 
connection with their farming operations. 

Now as far as those people are concerned that is not a major part 
of their farming operation, and they are not disposed to go to the 
trouble of getting a loan on their wool and to hold it and w vait for a 
better market. In my section of the country, it is true that the larger 
operators do precisely as you indicated, but the fellows that run a rel- 
atively small number of sheep dispose of their wool as soon after 
shearing as they can. So the price that they receive for their wool 
is dominated, to some extent at least, by reason of the manipulations 
of these dealers in the futures market. 

So I would say that, theoretically speaking, you are exactly right, 
that they have recourse to loans and they store their wool and wait 
for a time when the market improves. But, practically speaking, 
most of them sell their wool shortly after they shear it. 

Senator Hottanp. Do the supplies of foreign wool which come into 
this country, and which represent substantially two-thirds of our 
national supply, move through these same exchanges that handle the 
domestic wool ¢ 

Senator Barrerr. I do not know that they do entirely. They do 
to a certain extent, I will say that. The foreign wool that comes 


in might go through the markets particularly if it is made into: 


tops. These firms that I mentioned deal in both foreign and domestic 
wools. But their influence on the price of wool is entirely on the do- 
mestic wool, not on the foreign ek 

Senator Hortanp. Is the sale of futures or wool for delivery in the 
future redeemable by delivery of foreign wool, the same as domestic 

Senator Barretr. That I could not say, but it is dealt in contracts 
of 5,000 pounds and I assume that foreign wool could be used to ful- 
fill the contracts. 

Now I did want to say this, Senator Holland, that these top makers 
and the dealers in the futures market, cannot affect the price of for- 
eign wool. The world market sets that, and they either buy their 
wool in Australia or in foreign countries at the foreign price, or they 
do not buy it. They just have to take it that way. 


But the only customers that the domestic growers have for their 


wool are the mills in this country, and, as a consequence, we are sub- 
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jected to the operations of this futures market, whereas the foreign 
producers are not. 

Senator Hottanp. The foreign wool is not traded in through the 
domestic exchanges? 

Senator Barrerr. Yes, it is. I do not think I made my point clear. 
Nichols & Co., if they want to buy, say, 200,000 or 500,000 pounds of 
Australian wool, they have to go over to Australia and buy that on 
the world market. ‘Then they bring it in here, and they dispose of 
that, or use it themselves. Now that is another operation. These 
people are in both ends of the business. 

Senator Ho.tanp. They have the right to move that through the 

commodity markets if they wish to do so 4 

Senator Barrerr. That is right. But they do have to pay the 
world price to get that wool to begin with. And the producers of 
raw wool in Australia are protec ted : against the world price, whereas, 
the producers in this country have no protection from the world price 
because of the operations that I mentioned. And, as a consequence, 
there have been occasions when domestic wool has sold below the 
world price. 

Senator Hottanp. Off the record. 

( Discussion off the record. ) 

Senator Hotianp. Your suggestion is that the committee adopt 
this amendment, and extend the hearings to cover in detail the ques- 
tion of the handling of wool under our Commodity Exchange Act, is 
that it? 

Senator Barrerr. Well, Mr. Chairman, I do not want to interfere 
with those people who are pushing this legislation for onions, and if 
it is going to hold up the bill for them, I certainly do not want to be 
the cause of doing that. 

I realize that we ought to have more concrete information before 
this committee. I am sure there is something that should be done. 

However, I hope that this amendment or a bill along that lme may 
be a vehicle whereby we can pursue the matter a little further and 
probably have some hearings either in the field or right here in this 
committee room on the question of wool and wool tops futures. 
After all, it does seem to me that it is a question that ought to be de- 
cided in the final analysis by the growers of this country, because 
they are the people who are affected by it. I think that they would 
like very much to have the matter explored fully and have an oppor- 
tunity to express themselves on it. 

I am sure that they would feel that if under the Constitution we 

can proceed to prohibit a futures market, that then wool ought to be 
treated along the lines it is proposed to treat onions. 

Senator Hotianp. In the event the committee should decide that 
the time limitations upon us would not permit the exhaustive hear- 
ings on wool, that the question requires, would you and Senator 
QO’ Mahoney be inclined to introduce separate bills, so that hearings 
could move forward on that ? 

Senator Barrerr. I am sure that would be our position on the mat- 
ter, and that would be the only fair way to handle the matter. 

Senator Hottanp. Thank you very much. 

Senator Scuorrren. I would like to ask the Senator this question, 
You have a woolgrowers’ association ? 

Senator Barrerr. Yes. 
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Senator ScHorrre.. Could you state for the record, or do you care 
to state for the record now, whether the woolgrowers’ association 
would like to have this matter considered by this committee at this 
time? 

Senator Barrerr. I do not think that the National Wool Growers 
Association has taken a position on this matter up to this time. 

Senator Scuorrret. Thank you. 

Senator Barrett. I think that if hearings were held, or if the as- 
sociation did explore the matter that they would take a position in 
favor of this legislation. That is about as much as I can say. 

Thank you very much, Mr. Chairman. 

Senator Hottanp. Thank you, Senator. 

Mr. Thomas A. Hieronymus. 

Senator ScHorrrer. Mr. Chairman, before the gentleman 
testifies 

Senator Hotianp. Off the record. 
(Discussion off the record.) 

Senator Hotianp. All right, Mr. Hieronymus. 





STATEMENT OF T. A. HIERONYMUS, ASSOCIATE PROFESSOR OF 
AGRICULTURAL MARKETING, UNIVERSITY OF ILLINOIS, 
URBANA, ILL. 


Mr. Hieronymus. I am employed as an associate professor of agri- 
cultural marketing at the University of linois. I teach courses in 

marketing agricultural products, in grain marketing, and in market- 
ing and prices. I am also directly responsible for research projects 
in the economics of speculative markets, international trade, the mar- 
ket for high-protein concentrates, price interrelationships i grains, 
and spatial differences in soybean prices. 

I was awarded the degree of doctor of philosophy in agricultural 
economics by the University of Ilinois in 1949. 

I have written numerous technical journal, trade journal, research 
journal, and other articles dealing with various aspects of futures 
trading. 

My primary work at the University of Illinois for the past 8 years 
has been in research related to the economics of speculative markets 
and the markets for soybean products. A close study of futures trad- 
ing and its regulation has been an important part of this work. 

I give you ‘this background simply to indicate that I am familiar 
with the operations of the commodity exchanges and feel that I under- 
stand their function in the economy. 

It is my opinion that it would be a grave mistake to abolish futures 
trading in onions through legislative action. 

In support of this point “of view, I wish to discuss br iefly four 
phases of this matter and attempt to appraise the effect that abolish- 
ing futures trading in onions might have. 













ONION FUTURES TRADING 


The four topics are: 

Inherent variation in onion prices; 
2. The evolution and functions of futures markets in general; 

3. Onion futures as a hedging medium; and 

4, Criticism of the onion futures markets. 

The first one of these is inherent variation in prices. 

The basic pricemaking facts about onions are very well summa- 
rized in a mimeographed publication of the Commodity Exchange 
Authority entitled “Futures Trading in Onions,” released in Decem- 
ber 1956. 

From a consumer’s point of view, onions are a condiment. We eat 
them because we like them rather than because of their nutritional 
value in our diets, although they do have a definite nutritive value. 
They lend variety and spice. They are consumed as special onion 
dishes, in soup, on hamburgers, et cetera. They are not very impor- 
tant in consumer budgets and, at the consumer level, are not regarded 
as expensive. When we want onions, price is not a major factor. A 
low price, on the other hand, does very little to stimulate consump- 
tion. The demand for onions then is relatively inelastic. It takes 
a very big change in price to affect consumption. 

Onions are relatively perishable. There are early, midseason, and 
late onions. The earliest crop is harvested in Texas in March, 
usually, and the latest crop is harvested in the Northern States in 
September. If we are to have onions in the winter, they must be 
stored from September until the early harvest. 

When early onions become available, the old-crop onions have little 

value. They degenerate rapidly in the spring. They are not as 
savory, and they cannot be carried over. The whole of the crop must 
be used up or thrown away. 

These two factors, an inelastic demand and perishability, together 
with unstable production, confront the onion industry with a very 
difficult pricing problem. 

The supply ‘must be made to last, and yet the whole of it must be 
used up. The supply is not precisely known. The National Onion 
Association and the USDA make estimates of supplies, and these 
estimates sometimes differ sharply. And a small difference in sup- 
plies makes a big difference in onion prices. 

The problem comes closest into focus late in the season. The great- 
est price changes usually occur late in the crop year. This is why 
the excitement about onion futures typically occurs in the February 
period. 

Examination of the attached sheet showing average monthly prices 
received by farmers from January 1928 through December 1957 de- 
picts this characteristic of onion prices. The attached charts of onion 
futures prices in recent years show the problem of late-season pricing. 
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Commercial onions for fresh market: Average monthly prices received by 
growers, United States, January 1928—December 1956 
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1 Monthly prices are weighted averages for the United States and are counted from estimated prices and 
quantities sold in major commercial States in the months indicated. 
2 Preliminary. 


Source: Figures are taken from Agricultural Prices, of the Crop Reporting Board, U. S. Department 
of Agriculture. 


The following tabulation gives the number of traders and amount 
of positions in Chicago onion futures, classified as speculative and 
hedging, as shown by the surveys of October 31, 1957, October 31, 
1956, and September 30, 1955: 


Classification ! | Number of __| Percent of | 


| nse —appabebewacn~ece titan 


traders | traders 


Percent of positions 


Long Short 


October 31, 1957: 
Speculative 5 | 2, 594 | O44 89.6 | 93.0 
Hedging 195 | 1, 845 | 10. 4 | 7.0 
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2, 789 | 2, 789 100. ¢ 
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a 
3, 022 | a 9 | 
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100. 0 100. 0 | 
September 30, 1955: | 
Speculative _-_- cheeses 588 | 3, 40° 84. 6 90.3 | 
|. aE : y 3, 386 3, 650 5. 9.7 | 
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1 Classification of traders’ positions as speculative or hedging is as reported by futures commission mer- 
chants. 
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Mr. HirronyMus. Now, on the easel, there are some blown-u 
copies of these same charts that I attached to my statement, and 


think you saw these yesterday. I think they show the problem of 
late-season pricing of onions. 


(For charts, see p. 260.) 

Mr. Hirronymus. The behavior of the price of March onions this 
year is an excellent example : 

March onions sold for $1.40 in January and have since more than 
doubled in price. Price behavior near the expiration of the March 
contract was erratic. 

Was this runup the result of future trading? Of manipulation? 
Of speculation ? 

Obviously not. It was a matter of a late, wet spring in Texas. 

Although futures trading in March onions’ contracts has ended, 
the tightness i in Cash onions persists and prices remain volatile. 

Now, these onions that were in existence on the 1st of March would 
have before now become almost valueless had the Texas crop matured 
at its usual time. So, these are onions that are beginning to degen- 
erate. They are not very good onions. But they are the only onions 
we have; and, therefore, they have become extremely valuable. They 
would have become almost Valueless had the Texas crop been on time. 
And it illustrates the tightness of the timing that you have to get 
into the pricing of onions. 

Now, last year, this thing went the other way, and has for several 
years, as the result of the increasing earliness of the Texas crop and 
of the increasing size of the Texas crop. 

Senator Hottanp. The amount of the volume held over from the 
fall production before had nothing to do with it? 

Mr. Hreronymus. If the amount, going into the season is smaller 
than looks necessary to get to the Texas crop in the spring, then the 
price reacts early in the season. 

Now, this year, it looked throughout the season as if the amount 
taken into the fall would be adequate to last until the spring, and the 
arrival of new onions. Then we got in here this late season, which 
makes an otherwise nearly useless crop, product, extremely valuable. 

And I heard comments last week : 

“What is going to happen to the price of cash onions after the 
March onions ¢” 

The answer was: “Well, if the Texas onions get in, these onions 
are not worth anything; but if the Texas onions continue to have 
trouble, these may be worth $8 a bag.” 

You see, the market is very insistent on onions up to a certain level, 
and, past that, it has no interest. 

I bring this in to just illustrate the extreme volatility of these 
prices. 

Now, extreme swings in onion prices were not unusual before fu- 
tures trading, and they have not been unusual since. They are in- 
herent in the production of onions. We can hope to reduce them 
through improvements in the pricing system—and the futures mar ket, 
as a pricing system, affords the best means of improvement. 

I note that Mr. Will Simmons of the Agricultural Marketing Serv- 
ice, USDA, after thorough study, said: 

* * * 9 significantly greater average month-to-month variation occurred in 
the 1930—40 period than in the 1947-55 period. 
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Now, this is a before and after development of futures trading 
comparison. If any influence on price variability is to be ascribed to 
futures trading, it must be that futures trading has reduced the amount 
of price variation. 

Senator Hotianp. Well, now, did futures trading go on from 1947 
to 1955 % 

Mr. Hieronymus. Yes, it did. 

Futures trading in substantial volume has taken place, if my memor 
serves me correctly on this—since about 1948. And the volume— 
believe futures trading in onions started in 1940, and it did not 
achieve very great volume until the late 1940's. 

I think he selected his periods here (1) to get outside the war in- 
fluence and (2) to include the period of rather substantial variation 
in volume trading of onion futures. I think that is how he selected 
these periods. 

Now, if there is to be some influence on price variations, the basis 
of this month-to-month variation, it must be that futures trading has 
reduced the amount of variation in onion prices. 

Now, there may be other factors that account for this damping down 
of price variation, but if you are to ascribe any influence to it, it must 
be 1n this direction. 

Now, the second topic, evolution and functions of futures markets: 

You gentlemen are familiar with futures markets, and I certainly 
do not wish to impose a lecture about theory upon you. But certain 
fundamentals need to be reemphasized to bring the problem into 
perspective. 

Futures markets are systems of transferring the risks of ownership 
of commodities to people who are best able to carry them and who 
wish to assume the risks. 

They are systems of appraising and bringing into focus all of the 
factors that affect prices so that a price is established. They do not 
determine prices; rather, they help establish the prices which will 
move supplies. 

Most crops are harvested seasonally. In the majority of instances, 
the supply must be made to last the whole of the year. Someone must 
own commodities and, generally speaking, whoever does is taking a 
chance on prices. Whether it is the oniongrower, the onion dahl 
the wholesale grocer, or the speculator in a futures market, someone 
must carry the risk. 

Futures markets are used to hedge commodities. Hedging is a 
process of shifting risks from an owner of cash commodities to a 
speculator in futures contracts. After hedging, the owner of cash 
commodities is no longer affected by changes in price; the speculator 
is affected. 

There are four steps in the process of development of a futures 
market : 

First, risks, as evidenced by supplies in storage and fluctuating 
prices, exist; 

Second, a system of forward pricing develops and is refined; 

Third, existing trade practices are codified into formal futures 
markets; and 

Fourth, trading is brought under public supervision. 
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At their full development, futures markets are open public 
markets, about which there is a maximum of information and over 
which there is a minimum of control by market traders who seek to 
further their own particular selfish interests. 

These developmental steps are best understood by looking at the 
origin of futures trading. The Illinois-Michigan Canal was opened in 
1848. Corn was hauled to the river by farmers in the winter when 
the roads were frozen and sold to grain dealers who placed it in stor- 
age cribs until navigation opened on the waterways. In the spring the 
corn was taken to Chicago and sold to other merchants and users. The 
river dealers had to pay for the corn as they bought it and had to carry 
the risks of price change from winter to spring. They did not have 
enough money and could not afford the #% They soon developed a 
practice of going to Chicago and selling corn for spring delivery at 
an agreed price. The first of these forward contracts on record was 
made in March 1851, and called for delivery in June. After a time 
some of the contracts were sold to people who were neither merchants 
nor users, but who thought the price would go up so that they could 
later resell at a profit. Still later, some of the contracts were resold to 
other speculators. Some contracts changed hands many times. The 
contracts became standardized as to quantity, quality, time and place 
of delivery, and terms of settlement. There were problems of settle- 
ment, of financial responsibility, and of lack of information. 

Eventually, rules of trading having to do with the terms of the 
contracts, settlement, time and place of trading, and eligibility for 
trading were established. That is, formal futures trading commenced. 


The system got to this stage by 1867 and has been constantly revised 


since. 

Finally, most of the trading in futures was brought under the super- 
vision of the USDA. The laws affecting futures trading and the su- 
pervision of trading have been under constant revision since their 
outset. 

This same evolutionary process can be shown for wheat and, much 
more recently, for other commodities, of which soybeans, soybean oil, 
and soybean meal are notable examples. 

Onion futures as a hedging sabia Against this background we 
can evaluate futures trading in onions as a hedging medium. 

Chart I of the CEA publication, Speculation in Onion Futures, 
January-March 1957, shows the orderly buildup of open contracts as 
the growing and harvesting season progressed and the decline in open 
contracts at the end of the season. It should be particularly noted that 
the volume of trading is not directly related to the open interest. The 
number of open contracts declined as the season progressed, even 
though the volume of trading went up sharply. 

On page 10 of the publication I just mentioned are analyses of the 
market position on January 31 and February 15, 1957. On both days 
over half of the open contracts were classified as hedging. Speculators 
were about two-thirds long and one-third short. Hedgers were almost 
entirely short. That is, speculators were carrying the inventory risks 
of the hedgers. 

The total of open contracts that were hedges was smaller than is 
typical of the market. For example, on November 1, 1955, the re- 
porting hedgers were long 2.2 percent of the total open contracts and 
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short 43.9 percent. Reporting speculators were long 40.5 percent of 
the open contracts and short 6 percent. The other open contracts 
were straddling (both long and short) or not known. Hedgers’ posi- 
tions were 93 percent short and 7 percent long, whereas speculators’ 
positions were 87 percent long and 13 percent short. The aggregate 
positions of reporting speculators and hedgers were about ‘equal 80 
that it 1s clear that hedgers stood opposite speculators. 

Near the end of the 1956-57 season the proportion of the total 
open contracts that were short hedges declined. On page 15 of 
the report mentioned, the following statement is made: 

During the important marketing period (November to March) short hedging 
commitments showed a steady decline and were being replaced by a large 
proportion of speculative positions. In other words, during this critical period 
when onion futures contracts were maturing, the market became increasingly 
speculative. 

Offhand, this might give one the impression that there was some- 
thing sinister in this increase in speculative activity in the onion 
market. In the case of onions, the hedges are placed early in the 
marketing period and lifted as time goes on and, quite naturally, 
the number of speculators in proportion to hedgers increases. The 
process is reversed at the end of the season. It is all quite normal 
and typical. 

On October 31, 1956, 64 percent of the open contracts were short 
hedges of reporting traders, compared to only 35 percent by the 
same group on February 15, 1957. How does this compare with 
older, more stable futures markets? I chose the most recent avail- 
able date for wheat and found that on October 31, 1955 (soon after 
the end of harvest), 42 percent of the open contracts were short hedges 
by reporting traders, while on April 15, 1956 (which compares with 
February 15 for onions), only 20 percent of the open contracts were 
short hedges by reporting traders. The decline in the proportion of 
hedges in onions as the season neared its end was less than in wheat 

The decline in the proportion of open contracts that are hedges a: as 
the season’s end approaches is typical of a futures market. The 
number of open contracts decreases. The proportion of the open 
contracts that is speculative increases. 

The proportion of the onion crop that is hedged is large when 
compared to other commodities. On January 1, 1957, the total stock 
of onions was estimated at ‘15,760 carlots. Open contracts on that 
day were 4,810 carlots, about one-third of the total. On April 1, 
1957, there were about 235 million bushels of soybeans, and open 
contracts in soybean futures were about 75 million, a ratio of about 
the same as onions and the same as total inventory of hedge position 
as in onions. For corn the ratio is about 30 to i instead of 2 to 1; 
wheat is, fairly typically, about 12 to 1. 

This comparison indicates to me that the onion futures market is 
used very extensively as a hedging medium. 

In grains and cotton, farmers make little direct use of futures 
markets. The markets are indirectly beneficial. Farmers sell to 
merchants, who in turn hedge. The merchants could not buy at as 
high prices as they do if they could not hedge. 

On page 4 of the CEA publication, Onion Futures; Survey of 
Open Contracts on the Chicago Mercantile Exchange, October 31, 
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1957, there is a table showing the composition of the open interest 
in onion futures on September 30, 1955, October 31, 1956, and October 
$1, 1957. This table has been reproduced and attached to this state- 
ment. As you look at the column “Percent of positions long and 
short” you see the speculators were predominantly long and hedgers 
were predominantly short and you further see that a high proportion 
of the open contracts represented hedges. These are the three fall 
dates that they analyzed in detail in this opposition. 

On page 8 of the same report there is the following statement : 

As in previous surveys, a large part of the short positions classified as hedg- 
ing was held by commodity brokers based on their cash-onion contracts, known 
as financing contracts, with onion growers and shippers. In such a financing 
contract, for example, a commodity brokerage firm, in consideration of a fixed 
fee, agrees to pay the grower a fixed price for cash onions, and hedges this pur- 
chase commitment with short futures. The short futures are carried in the 
name of the broker, not the grower. 

These are grower hedges. They are indirect, not carried in growers 
names; but they are hedges by people who have made firm commit- 
ments to purchase from growers and thus indirectly are grower 
hedges. 

All of the statistics of onion futures trading imdicates a quite ex- 
tensive use of the market for hedging. In the face of all of this evi- 
dence there can be no contradicting the fact that the onion futures 
market is an important hedging medium for growers, both directly 
and indirectly. Hedging operations in onion futures have played an 
important part in the marketing and distribution of onions. In a 
market in which the price is as inherently variable as onions, a hedg- 
ing medium is especially important, Onion growers can and do gain 
price protection from the futures market. 

What would have been the price of onions had the futures market 
not been available as an outlet? On December 31, 1956, grocer or- 
ganizations and processors and manufacturers of onion products 
(both hedgers and speculators) were long 106 carlots and short 24 
carlots for a net long position of 82. The net short position of hedgers 
was 2,200 carlots. Obviously, users were not as willing buying as 
were futures market speculators. Without futures markets available 
to bring in the speculating public, onion dealers and users would have 
been the primary outlet for growers, and, in my opinion, prices defi- 
nitely would have been lower. The onion futures were sold to the 
highest bidders. In this instance they were speculators. It is obvi- 
ous from the composition of the open interests. 

We do not fully understand the influence of speculation in futures 
markets. But whatever it may be and regardless of whatever else 
may be said about speculators they are the farmers’ friends. They 
are on the same side of the market. They make money when the 
price goes up and lose money when it goes down. They are the most 
willing buyers at harvest when farmers sell. They stand between 
farmers and dealers at the seasons of the year when the farmers’ crops 
can be bought to the best advantage by merchants and processors. 
If you want to keep dealers in any commodity honest in their bids to 
growers, put them in competition with speculators. 

My third topic is Criticism of Futures Trading in Onions: Judged 
by past performance, the onion pricing system has needed improve- 
ments. Actions by the exchange and CEA have resulted in much 
improvement. In general, stability in prices is desirable. 
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The price of onions depends upon the underlying conditions of su 
ply and demand. Stability of prices depends upon how scene 
the basic economic considerations are foreseen and bid into current 
market prices. Two things are involved: complete and accurate in- 
formation, and accurate interpretation of the meaning of the facts 
In addition, a third thing is required for price stability, and that is 
the absence of control or undue influence by individuals groups. 

Only after markets develop large volume and broad public par- 
ticipation do they become impossible to manipulate or influence with 
rumors. In the past 10 years, before CE A regulation, it appears that 
onion futures were subjected to undue price var iations resulting from 
short selling by a few commercial interests. The best cure for this 
condition is a large group of well-informed speculators who stand 
ready to absorb this kind of selling. The public behaves irrationally 
at times in its market trading, but it offers the best available protection 
against control of a market, and I know of no one better qualified to 
establish price than the public. 

The increase in the volume of futures trading in onions in recent 
years is encouraging. Stability will be increased as the quality of 
speculation improves. 

During the past year I have served on a committee of the Chicago 
Mercantile Exc change which was appointed to recommend changes in 
the onion contract. I think considerable progress has been made. 
This committee has tried earnestly to ear through a complicated 
question and find the right solution. I have never seen a more honest, 
unselfish effort by a group of tradespeople. J am convinced that a 
contract that will be exactly representative of the commercial onion 
situation can be developed. Great progress has been made. I think 
there is more to be done. In connection with the problems with onions 
I would like to point out that volume trading is about 10 years old 
while that of the major commodities is about 100 years old. 

The criticism of onion futures has centered on low prices for 
onions. Clearly, low onion prices have been the result of increased 
per capital supplies resulting from improved technology of produc- 
tion. I think the futures market has been made a winning bor 

As I have read growers’ criticism of futures trading I have thought 
of the statement on page 11 of the October 31, 1957, survey of onion 
futures by the CEA. It says: 

In New York State, with a somewhat larger number of traders than Chicago, 
the aggregate open contracts were smaller—total long positions of 727 cariots, 
and short positions of 306 carlots. As in most previous surveys, the greater 
part of these holdings originated in upstate New York (outside New York City), 
reflecting the interest in onion futures of traders located in the State’s commer- 
cial onion-growing areas. These holdings were predominately speculative. 

I cannot but wonder how much of the grower criticism is associated 
with unsuccessful long-side speculation by growers. 

As I noted above the most volatile onion prices occur just before 
new crop h: arketing season. I am not certain how 
much this siteete evowers. Most of the crop is in commercial hands 
by this time. Anyone who carries onions into the late season is taking 
a big risk. He may make a lot or lose a lot. It does not seem a very 
prudent way to run a business. In each year there have been oppor- 
tunities to sell at a profit before the late season price uncertainty. 
I cannot be very sympathetic toward a grower who takes all or part 
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of his crop into the late season and loses, And I salute him enthusi- 
astically when he has nerve enough to take his crop into a year such 
as this year is and makes a killing. In doing this he is not a grower. 
He is a speculator. 

Question of whether onions are a suitable commodity for futures 

trading because of their perishability has been raised. They are 

stored from fall to spring. Someone must carry the risk of owner- 
ship. Accordingly, onions are suitable for futures trading. Further, 
with or without “futures trading, some kind of a risk-shifting system 
based on forward contracting will exist. 

Effect of abolishing futures trading in onions: What effect would 
abolishing futures trading in onions have? Would it stabilize prices 
and enable the producers to get more for their crops? I do not think 
so. The onion market would be in a state of flux for a short time, but 
soon there would be devised a system for shifting risks and establish- 
ing prices that would closely parallel the futures market. 

If we look back at our four evolutionary steps, we see that futures 
trading is nothing more than the codifications of existing trade prac- 
tices. It is refined and supervised, but there is no basic economic 
difference between futures trading and the systems of forward trading 
that have developed, commodity by commodity. 

If futures trading in onions is abolished, I have already stated that 
a parallel forward pricing system will evolve. Such a system, if it 
comes to pass, will have some disadvantages in relation to the present 
pricing system. First, there will be much less information about 
trading, prices, and market conditions. Second, there will not be as 
much financial responsibility toward contracts as is possible through 
an exchange system. ‘Third, there will be less public participation and 
a less effective system of hedging. Buyers will be able to sit back and 
buy at lower prices when they do not have to compete with the specu- 
lating public. Further, and finally, the market will not be super- 
vised or regulated. It will be much more subject to manipulation and 
undue influence by a few people. 

There is now an open, competitive, public, supervised market that 
appears to be growing and improving. I do not think it wise to take 
legislative ac tion that will rob it of its broadening base resulting from 
the presence of speculators and of governmental supervision. 

One must not lose sight of the fact that the buyers who would be 
in the market after the abolition of futures trading would purchase 
as cheaply as possible in view of the risks they would have to take. 
Furthermore, there would be no uniformity of price, since each 
buyer would strive for an individual bargain, and the Government 
does not furnish enough price information to make up for the loss of 
price data which w ould follow destruction of the futures market. 

Summed up, I think abolishing the futures market would be a 
backward step which would injure the producers and the entire onion 
industry. That concludes my statement. I appreciate very much the 
opportunity to have been heard. 

The Cuarrman. I noted with interest your statement that if a fu- 
tures market were abolished for onions, that some substitute would 
be created to take its place. What do you mean by that? 

Mr. Hieronymus. The shortest way I think I can answer-—— 

The Cuamrman (interposing). Some unregulated substitute ? 
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Mr. Hieronymus. Yes. For example, as in the 1940's, as the soy- 
beans became a major crop, there developed forward markets in the 
soybean products, soybean oil and soybean meal. The crop was sold 
by farmers mostly at harvest. The farmers quickly sold. From 
these beans he bought soybean oil and soybean meal and this was for 
delivery 1 month, 2 months, 6 months, and so forth ahead. Some of 
it was sold on what they called a round-the-clock basis with a flat 
price for the whole year and these contracts were traded. 1 have seen 
contracts that were traded as many as 20 times. A car of soybean 
meal sold for June, delivery was October, and traded from one hand 
to another as much as 20 times. So that when the Chicago Board of 
Trade—there was a market in Memphis but not a very active one— 
when the Chicago Board of Trade decided to establish a futures mar- 
ket in oil and a futures market in meal, they simply took the terms of 
these contracts that had been developed gradually by these traders in 
forward contracts and codified it into a contract for trade on the 
futures market and started trading in futures; the oil in 1950 and the 
meal in 1951. 

Now this is the same evolution in the way I illustrated with corn 
between 1848 and 1867 and since. It is the same on that developed 
in wheat at the head of the Great Lakes. 

So what do youdo? What you do is take it out from under public 
supervision. You would cut down public participation. You would 
decrease the financial responsibility toward contracts. You would 

take away a lot of information from it but I think, because onions 
must be stored from fall to spring, that there will develop a system 
for forward contracting and someone will carry the risk. 

The Cuairman. That risk would be carried presumably by someone 
in the industry ; someone that is a buyer or is a distributor? 

Mr. Hieronymus. These risks would probably be carried initially 
by people in the industry. And, as I pointed out, these people are 
not as willing buyers as are speculators and futures at harvest, and 
I think they w ould be bought at lower prices. They have to buy them 
cheaper to take the risk but I think also, it would not be long until 
they got at farming them out to speculators. 

The Crairman. Was that the history of these other commodities 
before the passage of the Commodity Exchange Act? 

Mr. Hieronymus. That is right. They first sold them to jobbers, 
to refiners of oil, feed manufacturers, and the mills. These were people 
who got interested in this and stepped in and bid a little higher for 
them and people who were not users but just plain speculators. They 
stepped in and paid higher prices for them and bought them and 
resold them, traded them, and they got so they turned them over pretty 
fast. 

The CHatrman. That has been true since the passage of the Com- 
modity Exchange Act. I am talking about prior to the Commodity 
Exchange Act. 

Mr. Hirronymvus. Essentially the same. The first one that anyone 
has found was in March of 1851, 3 years after the Chicago Board of 
Trade came into existence, and this called for deliv ery of some corn 
in June. I think it was at the existing spot price at that time. And 
with the Crimean War in 1854 and the big ee in ee es there 
were people other than corn merchants who beg: ankers, 
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lawyers, all sorts of miscellaneous people who thought the price was 
going eur. 

The CrarrMan. What was the date of the enactment of the Com- 
modity Exchange Act? 

Mr. Hieronymus. The Commodity Futures Act, then known as 
the Grain Futures Act, was passed in 1922. 

The Cuatrman. What you are saying is that in 1922 some substi- 
tute method of dealing in the matter developed in each commodity ? 

Mr. Hieronymvs. Much before that. W e had, as early as 1867, quite 
formalized futures trading, called futures trading. It did not come 
under governmental supervision until 1922. It was the same thing. 

The CuarrmMan. Formalized futures trading began when—let’s say 
on your Chicago exchange? 

Mr. Hieronymus. Well, I daté this—it is a little hard to say when 
it is a gradual process, but I date it from 1867. The influence of the 
Crimean War and the influence of the Civil War, and it got to be a 
very extensive process. I believe it was 1867 that ‘the C hicago Board 
of Trade finally wrote rules and designated trading hours and eli- 
gibility for trading and financial responsibility for contracts, and this, 
us I recall it, was in 1867. And this process was subject to such long 
criticism that in 1922 finally there resulted Federal regulation of 
futures trading. 

The CHarrMan. In other words, the development in the uncon- 
trolled trading in futures was such as to call for regulation by the 
Federal Government ? 

Mr. Hieronymus. Yes, sir. 

The Cuarrman. And that began by the enactment of the 1922 act? 

Mr. Hrrronymovs. Right. 


The Cuarrman. All right. Thank you, Mr. Hieronymous. Off 
the record. 

(At this time there was an off-the-record discussion. ) 

The Cuamman. All right, Mr. Sturm. 


STATEMENT OF CARL E. STURM, CHAIRMAN OF THE BOARD, 
CHICAGO MERCANTILE EXCHANGE, MANAWA, WIS. 


Mr. Sturm. Mr. Chairman, my name is Carl E. Sturm. For more 
than 30 years I have been engaged in the business of buying, process- 
ing, and selling butter, eggs, and other commodities, with headquar- 
ters in Manawa, Wis. I am engaged in this business and various 
other enterprises with my brothers. Our firm is a continuation of 
the business founded by my father more than 50 years ago. I ama 
member of the Chicago Board of Trade as well as the ( ‘hicago Mer- 
cantile Exchange, w here I have been a governor since 1949. In 
January of this year I was elected chairman of the board. 

The Chicago Mercantile Exchange has 500 members who are 
located in 29 States and 2 foreign countries and is the largest perish- 
able commodity exchange in the world. The Chicago Mercantile 
Exchange was chartered by the State of Illinois in 1919 and is located 
in the city of Chicago. 

The exchange was organized for the specific purpose of providing 
trading facilities for trading in agricultural commodities of a perish- 
able nature. Onions is one of the commodities traded on our ex- 
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change. The exchange serves a necessary function for both the 
grower and consumer of onions. We provide contracts several 
months in advance so that in every year since onion trading began 
on our exchange in 1942, it has been possible for the onion grower to 
have sold his crop at a legitimate profit. By the same token, it has 
also been possible for the wholesalers and retailers to purchase their 
requirements at proper times to insure a reasonable cost to the con- 
sumer. It is imperative that someone assume the risk of providing 
this price insurance to assure both the grower and consumer of onions 
a fair price. This man is the speculator. 

As this market has successfully developed, it has undergone evolu- 
tionary changes, as must occur in the life of any business enterprise. 
the management of our exchange and the board of governors have 
worked constantly and conscientiously to solve all the problems which 
have become apparent from time to time in such trading. For the 
past 2 years, there has not been a single example of which I am 
aware of any practice which an objective critic could deplore. 
Furthermore, with only 2 or 3 exceptions, this has been the case 
throughout the past 10 years. 

Since the market came under supervision by the CEA in September 
1955, there has only been one instance, to my knowledge, where the 
CEA has had cause to complain. I am familiar with other markets 
on the Chicago Board of Trade and elsewhere and I feel this market 
will compare favorably with any other market as to policing. 

The prices established on the exchange by the representatives of 
growers and consumers, speculators, and hedgers are the direct result 
of the consensus among buyers and sellers of onions throughout the 


United States. Certainly jm fluctuate because the hazards of pro- 


duction of any agricultural crop are composed of many variables. 

If the growers of onions would use the Chicago Mercantile Ex- 
change contracts for what they were intended—namely, to hedge all 
or part of their crop—we would have no complaints. I would like 
to say to the growers of onions: Use our exchange for the purpose of 
hedging and if the urge compels you to speculate, do so in a commodity 
that you did not produce. 

Hearings on a bill to ban futures trading were first held by a sub- 
committee of the House Agriculture Committee early in 1956. The 
Chicago Mercantile E xchange, i in line with the committee’s sugges- 
tions, made every change in our regulations which we thought would 
contribute to market t stability and more constructive exchange opera- 
tions. Asa matter of fact, we made some changes which we thought 
were questionable, so far as practicality was concerned, but we wanted 
to cooperate to the fullest. With one exception, we adopted all 
the suggestions of the National Onion Association, which is the pri- 
mary force behind the demand for the abolition of futures trading 
in onions. Incidentally, this suggestion was that we stop all futures 
trading in onions and go out of business. 

The changes in the exchange’s rules for futures trading in onions 
during the 1956-57 crop year (year ending March 22, 1957) were as 
follows: 

1. Speculative limits: November, 200 contracts; January, 150; Feb- 
ruary, 100; March, 100, with an overall total limitation of 300 cars. 
There were no limits previously. 
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2. Onions with 3 percent and 4 percent decay are no longer deliv- 
erable on any contract. 

3. Cold storage onions in Chicago will be deliverable only at a dis- 
count of 25 cents per bag. We interpret the rule which states, “in 
refrigerator cars on team track in Chicago” to mean that onions once 
stored in the Chicago district may not be removed from storage for 
the purpose of redelivery on track. 

4. Onions placed on track must be inspected and delivered within 
5 business days. No more than 5 business days shall elapse between 
any subsequent delivery. Any business day on which the United 
States Department of Agriculture is not inspecting shall be excepted. 

These are not all the chages. Others which are effective on this 
1957-58 crop (ending March 24, 1958) are: 

1. Opening of November 1958 onion contract was deferred until 
March 3, 1958. 

Y. Effective April 1, 1957, the daily fluctuation limit on onion con- 
tracts was reduced from 50 to 35 cents per bag. 

Subsequent to ceasing trading in the 1957 crop onions, which oc- 
curred at the end of March 1957, we called members of the National 
Onion Association, other growers, college professors, onion dealers, 
as well as members of our own exchange together to discuss the terms 
of the contract in the hope of improving it further. As a result of 
these discussions, we opened trading in 1957-58 crop onions for de- 
livery in November 1958, and January, February, and March, 1959, 
with the following new revisions in our rules: 

1. All onions to be deliverable must be at least fairly bright as a 
minimum requirement. . 

2. USDA inspection certificates shall show the exact size to the 
closest 5 percent. 

3. The daily trading limits shall be: 25 cents per bag when the 
price is under $2; 35 cents per bag when the price is $2 and over. 

4. The contract grade shall be: 

Yellow globe type, northern grown, except sweet Spanish, U. 
S. No. 1, with the following size specifications: The minimum 
size shall be 114 inches in diameter; 70 percent shall be 2 inches or 
larger in diameter; but not more than 15 percent shall have a diameter 
of 3 inches or more, with baldheads and peelers limited to 5 percent. 

5. The following substitution shall be permitted : 

Carlots of yellow globe type, except sweet Spanish, U. S. 
No. 1, with the following size specifications: The minimum size shall 
be 114 inches in diameter; 65 percent. or more shall be 2 inches or 
larger in diameter; but not more than 15 percent shall have a diameter 
of 3 inches or more, with baldheads and peelers limited to 5 percent. 
(Deliverable with allowance of 10 percent of the delivery price but 
not exceeding $150 per car.) 

Other witnesses have covered various other aspects of this con- 
troversy in, what I hope, is an adequate manner for your purposes. 
I have tried to point out, as a governor of our exchange, that we 
have done every thing possible, in our opinion, to improve our con- 
tract and to police it properly. The results as shown by the per- 
formance of the market in recent years, is eloquent testimony, I be- 
lieve, to the success of our efforts. 

Thank you, gentleman, for listening to my testimony and I assure 
you that I am willing to rest our case in your able hands. 
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Senator Hortianp. I want to go back to this sentence in the middle 
of page 3 when you say one of the suggestions of the National Onion 
Association, the only one which you did not adopt was this suggestion, 

that we stop all futures trading in onions and go out of business.” 
Was there anybody in the exclusive business of handling onions? 

Mr. Sturm. I beg your pardon, sir ? 

Senator Hottanp. Did anybody in your group handle onions ex- 
clusively ? 

Mr. Srurm. On the Chicago Mercantile Exchange ? 

Senator Hontanp. Yes. 

Mr. Sturm. I would say that there are several onion people on our 
exchange that handle—most of their business is in onions. 1 wouldn't 
say they handle onions exclusively. What I refer to in that statement 
is this: The National Onion Association would like to see the Chicago 
Mercantile out of the onion business completely. 

Senator Hottanp. What benefit would they get from the inclusion 
of onions under the Commodity Exchange Act if you were entirely 
out of the business of dealing in onions and futures in onions? 

Mr. Srurm. Well, the benefits, sir, that would accrue to the people 
in the National Onion Association is, especially to the large dealers, 
if this bill were to pass and abolish trading in onions would be this: 
A few of the large operators would buy the onions in the fall from 
the producers at ridiculously low prices. It is always necessary for 
growers that are producing an expensive crop like onions, cost a lot 
of money for the land and seed and fertilizer and harvesting of 
onions, to sell the crop as it is produced. When you eliminate the 
speculator, you have no one to assume the risk in the fall of the year 
when the heavier marketing season is on; so naturally, the large 
growers would tend to buy from the small grower at a very low price. 
In my opinion, the exchange is the best friend that the small onion 
grower has. 

Senator Hotianp. I don’t know much about the onion business but 
I know a good bit about the citrus business. We do not use the 
exchange. You know that, of course. 

Mr. Sturm. That is right, sir. 

Senator Hotianp. It is a much larger business than the onion busi- 
ness in its total value. 

Mr. Sturm. That is correct. 

Senator Horianp. We sell two ways; one direct and the other on 
the auction. You have an auction, for instance, in Chicago where 
citrus issold. You know about that, don’t you? 

Mr. Srurm. Yes, sir. 

Senator Honiianp. Our citrus people have never felt we were -hurt 
by not having a dealing in futures. How do you distinguish between 
our citrus situation and the onion situation ? 

Mr. Srurm. Well, I understand that there has been some talk 
among the citrus people that they would like to have their commodity 
traded on our baicliaes 

Senator Hotianp. Well, you know, of course, that the citrus indus- 
try, generally speaking, is a very prosperous industry, don’t you? 

Mr. Srurm. Well, it has its ups and downs, I believe. 

Senator Hotuanp. It has its ups and downs; but generally speak- 
ing, it is spoken of as probably the most prosperous agricultural in- 
dustry in the Nation. 
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Mr. Sturm. I think it is a prosperous industry. 

Senator Hotzanp. We haven’t asked for price support and we don’t 
want Government controls and have not gone into commodity ex- 
change. You know that? 

Mr. Srurm. That is right. 

Senator Hotitanp. Why shouldn’t that same source be available to 
onions? 

Mr. Sturm. As I stated before, and as the Senator Chairman stated 
here the other day, if the National Onion Association truly represents 
90 percent of the growers, they could have easily formed a marketing 
agreement and marketed the amount of onions each year that their 
market could absorb at a fair price. But the entire problem, it seems 
to me, when you have low prices on onions that is a matter of over- 
production. I believe, Mr. Chairman, that your citrus industry has 
much better control over the marketing of their product than do 
some other products, including onions. 

Senator i ToLLAND. We do have a Federal marketing agreement and 
we do have an advertising fee. We do process a great part of our 
product, but for years we have stayed away from futures dealing 
and stayed away from listing on commodity exchange, and have 
retained the two different methods of disposition; one direct sales or 
consignment, and the other the sales on the auction markets; and we 
find they balance off against each other pretty well. Why can’t the 
onions do that ? 

Mr. Sturm. Well, the onions, as I stated before, are a crop that 
would certainly be bought up by large operators in the fall at the 
lowest. possible price because there is a very great risk involved. And 
coated. without a futures market to furnish quotations daily, 
someone would want a larger profit to assume a larger risk. 

Senator Hotitanp. What advantage, if any, would continue to be 
realized. by the onion producers from the continuation of the bill 
passed in 1955 if the pending measure doing away with the sale of 
futures were passed ¢ 

Mr. Sturm. You refer to the Commodity Exchange Act? 

Senator Hotianp. Yes; I refer to the act that put the onions on 
the commodity exchange in 1955. 

Mr. Srurm. Of course, that act was passed previous to 1955 and 
onions were included in the act in 1955. Since onions have been in- 
cluded, the Commodity Exchange Authority has issued various reg- 
ulations from time to time and one of those was this: Our exchange 
board passed limiting contracts to 300 cars to any one person. I 
believe the Commodity Exchange Authority has since recommended 
that that be limited to 200 cars, which our exchange adopted. 

Senator Hotanp. Well, my question is really this: The act of 1955 
brought onions within the purview of the Commodity Exchange Act, 
didn’t it? 

Mr. Srurm. That is correct, sir. 

Senator Hoxtzanp. Presumably to get some advantages from in- 
clusion under that act. That was the purpose of it. Now, if this 
act pending is passed, what advantages, if any, are left to the onion 
producers by reason of their inclusion under the Commodity Ex- 
change Act in 1955? 
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Mr. Srurm. Well, if this bill which is now pending were passed, it 
would have no bearing on the Exchange Act of 1955, but it would 
similarly abolish onion futures trading from all commodity markets 
and from all exchanges. 

Senator Hotuanp. Let’s make the question a little simpler. As- 
suming that futures trading in onions were abolished on the commod- 
ity-exchange market, what advantage would still flow to the onion 
producers by reason of the passage of the 1955 act bringing them 
under the commodity exchange system ? 

Mr. Sturm. Absolutely none. 

Senator Hotianp. You mean to say that all you people offer is the 
operation in futures? 

Mr. Srurm. All we offer is the operation in futures, no. We offer 
all the information and reports that it is possible to gather on a 
crop, er all the figures that are ssteahies acreage and crop 
figures, everything that goes in making up a crop—weather reports, 
harvesting. 

Senator Hotianp. Are there any spot sales on your market like 
there are on an auction market? 

Mr. Srurm. The spot sales are handled on a cash market. 

Senator Hotianp. Not handled on your 

Mr. Srurm (Interposing). They are not on the board. 

Senator Horianp. All you do on the board is deal in futures? 

Mr. Srurm. That is correct. 

Senator Hotianp. Now, I come back to my question. What ad- 
vantages, if any, would still be enjoyed by the onion producers if 
this act is passed by reason of the passage of the 1955 act which 


brought them under the commodity exchange — : 
9 


Mr. Srurm. Well, Senator, if you pass this bill, that automatically 
eliminates the Commodity Exchange Act as far as onions are con- 
cerned. We would go right back to the horse and buggy days and 
the grocers and sellers get to go by themselves and do anything. 

Senator Hotuanp. What’s the difference between this bill and the 
mere repeal of the 1955 act? 

Mr. Srurm. The 1955 act is the Commodity Exchange Act placing 
onions under the authority of the United States Department of Agri- 
culture as to regulation on our commodity exchange, on the Chicago 
Mercantile Exchange. They are now regulated the same as wheat, 
corn, cotton, eggs, and all other products. If this bill passes, it would 
take onions out from the control of the Commodity Exchange Act of 
1955. 

Senator Hottanp. You mean to say this is then the repeal of the 
1955 act. 

Mr. Sturm. It is not a repeal of the 1955 act. 

Senator Hotitanp. Well, that is what I am trying to get at. 

Mr. Srurm. It is a repeal of onions being included in the act. 

Senator Hotitanp. What is the difference between this act and the 
repeal of the 1955 act? 

Mr. Srurm. This is the abolition of futures trading. 

Senator Hotianp. I understand that. What is the practical differ- 
ence between the repeal of futures trading for onions and a repeal of 
the 1955 act which was an amendment to the Commodity Exchange 
Act, bringing onions under the operation of that act? 





ONION FUTURES TRADING 379 


Mr. Sturm. Sir, if you repeal onions from the 1955 act, we would 

o back then to the same trading that we had from 1942 up to 1955. 
But if you passed this law, it would have no other effect on the 1955 
act unless you repealed onions from the 1955 act. 

Senator Hottanp. Well, then, is this what you are saying, that the 
passage of this act. would be to prohibit futures trading but still leave 
them under the Commodity Exchange Act to the degree that you 
couldn’t go back to the State regulated trading in futures that ex- 
isted before 1955? Is that what you mean ? 

Mr. Sturm. No, we couldn’t go back. We wouldn’t have any trad- 
ing. We couldn’t go back to the conditions before 1955 with this. We 
were trading on onions, not being regulated by the Commodity Ex- 
change Authority. 

Senator Hottanp. And you were trading in futures? 

Mr. Sturm. In futures, that is correct. 

Senator Hotitanp. And the passage of this act would still leave 
onions under the Commodity Exchange Act to the degree that trad- 
ing in futures on an unregulated basis, or under a straight regulated 
basis, at most would not be permitted to be resumed. 

Mr. Sturm. You are correct. 

Senator Hotitanp. Well, that is what I wanted to get in the record. 
All right. Thank you, sir. 

Mr. Sturm. Thank you, sir. 

Senator Hottanp. Well, I see it is 12 o’clock. The list of witnesses 
that I have here for the rest of the day are John Pepion, is he here? 

Mr. Pepton. Yes, sir. 

Senator Hottanp. John D. Tepstria. Is he here? 

Mr. Mouser. He is here. He just stepped out. 

Senator Hotitanp. Nick Savich? 

Mr. Savicu. Present. 

Senator Hottanp. Malcolm J. Rogers? 

Mr. Mouser. He isinthecity. He isn’t here. 

Senator Hottanp. John W. Claggett ? 

Mr. Cuiaccerr. Here. 

Senator Hottanp. Nathan A. Wertheimer ? 

Mr. Werruermer. Here. 

Senator Hottanp. And Jack Kelly? 

Mr. Ketty. Here. 

Senator Hotianp. All right, gentlemen, I think we are going to be 
called to the floor for various votes this afternoon but my suggestion 
is that we resume at 2 and if there is anybody that has got to leave 
this afternoon, if you will pass your name up and we will try to hear 
your first. Thank you. We will recess until 2 o’clock. 

(Whereupon, at 12 o’clock noon the committee recessed until 2 
o'clock this afternoon. ) 

AFTERNOON SESSION 


Senator Hotianp. I am sorry to be late, but I had a long-distance 
telephone call which held me up. 

Mr. John Pepion? 

Mr. Perton. Yes, sir. 
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STATEMENT OF JOHN PEPION, EXECUTIVE VICE PRESIDENT, ASSO- 
CIATION OF COMMODITY EXCHANGE FIRMS, NEW YORK, N. Y. 


Mr. Prrion. Mr. Chairman, Senator Holland, my name is John 
Pepion. I am executive vice president of the Association of Com- 
modity Exchange Firms, located at 50 Broad Street, New York City. 

Also pertinent to the subject you are considering today is the fact 
that I have had been in various phases of the commodity business for 
the past 35 years, having started in the green-coffee business in 1923. 

During all those years and in diverse capacities, I have found that 
futures trading on commodity exchanges sei perform a most valu- 
able function in the distribution of commodities from the farm to 
the consumer. 

I would like to draw from this experience and briefly state a few 
facts and opinions which I hope will be helpful to this committee in 
determining its report on the bills which propose to prohibit futures 
trading in onions on commodity exchanges. 

In the first place, let me state the opiniin of the members of the 
association which I represent : 

These members include prominent commission firms who maintain 
extensive facilities throughout the United States, which make it con- 
venient for any farmer, merchant, or other trader to trade on the 
commodity exchanges. You might call them service organizations. It 
also includes several prominent trade houses which distribute physi- 
cal commodities. The association was founded to give united strength 
to efforts that encourage and improve commodity futures trading. 
The business of our members depends on orderly markets and trading 
procedures that are equitable. 

Frankly, our members are concerned about this legislation under 
consideration and feel that it would establish a very dangerous prece- 
dent and, if enacted, be a threat overhanging all organized futures 
trading—which trading has proven such a valuable tool in’ our eco- 
nomic system. 

Abuses in any system need to be dug out, corrections made, and equit- 
able principles enforced for the good of all. But complete abolishment 
of a system which has been time tested throughout the world seems as 
radical as prohibiting newspapers because we don’t like the news or 
because an occasional are slips into print. Actually, I believe 
there were more abuses in trading in commodities before organized 
futures trading than after commodity exchanges came into existence. 

Before I bring out a vital fact which is most fundamental to this 
bill, may I insert that from here on I speak on my own responsibility 
but not from theory. 

For about 30 years, I was in the business of handling a physical com- 
modity as a processor, importer, and distributor. As president of a 
coffee-roasting corporation, I used the trading facilities provided by 
the Coffee Exchange and found that it enabled my smaller, sectional 
business to compete with the largest national companies. Later, as an 
importer and distributor of green coffee, the hedging facilities enabled 
me to handle larger amounts than would have otherwise been possible. 

In my present position, my experience has broadened to a study of 
all commodities traded on the exchanges. It has been among my 
duties to devise and sponsor a comprehensive training course which 
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teaches the various functions of commodity exchanges and futures 
trading. 

Sometimes, I hear futures trading referred to as though it were some 
esoteric art, an artificial thing apart. On such occasions, it has been 
helpful to stop a minute and realize that the opposite is true and to 
consider what a simple, realistic, and fundamental function is this 
thing called “futures trading.” I think it will make an important 
point here if I may state just what it is, fundamentally, that the pro- 
ponents of these bills intend to prohibit. 

As I am sure you have heard before, futures trading is basically the 
making of a contract to deliver—or to receive—a commodity—in this 
pase, onions—at a definite time in the future. 

It is a bona fide contract and there is nothing artificial about it. 
There are no ifs, ands or buts. The contract one makes says, in es- 
rence, “I agree to receive from you and pay you in full, one carload of 
onions at so many cents per pound during November.” And, if I don’t 
resell that contract, some fine day in November, I will get a carload 
of onions. 

Now, these bills that you are considering are not going to prohibit 
that sort of transaction. They are not going to prohibit the trading 
in onions for future delivery. They are not even going to stop the 
speculation in onions. 

If enacted, it would merely stop trading at one central point on a 
commodity exchange where contracts can be and are made out in the 
open and where trading can be closely regulated and supervised in 
the public interest. 

Practically the same kind of trading would continue, only it would 
be done more blindly and with less safety. 

In regard to safety, may I insert here, that since the inauguration of 
clearinghouses in connection with the exchanges, there has never been 
a loss to any holder of any futures contracts on any United States 
exchange because of default by the other party of the contract. 

We agree with an editorial in the March 19, 1958, Journal of Com- 
merce, which stated that this bill is, quote: 

* * * a measure threatening more harm than good to the onion growers and, 
simultaneously, threatening the whole concept of free markets in this 
country * * *, 

May | insert this editorial into the record at this point ? 

Senator Hotianp. No objection. 

(The editorial referred to is as follows :) 

{The Journal of Commerce and Commercial, New York, March 19, 1958] 


No FuTURE FOR ONIONS? 


With all the really urgent matters pressing for congressional attention, it is 
almost miraculous that the proposal to ban futures trading in onions should have 
moved so far so fast through the present session. 

Last year the measure barely got off the ground. But last week the House 
passed it in a rush. The Senate Agriculture Committee is starting hearings to- 
morrow, and our Washington bureau now reports the bill has “a good chance” of 
enactment. 

What is most surprising is that Congress should act with such speed on a 
measure threatening more harm than good to its alleged beneficiaries, the onion 
growers, and simultaneously threaten the whole concept of free markets in this 
country. 
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What is behind this move to suppress a legitimate futures market—a market 
which, incidentally operates under the watchful eye of the Department of Agri- 
culture’s Commodity Exchange Authority? 

On the surface the main charges are leveled against speculation and price 
fluctuations. There were fluctuations last year. There were also fluctuations 
about 2 years ago, followed by CEA charges that several Chicago individuals and 
one company had cornered the cash market in onions on the Chicago Mercantile 
Exchange, the market through which most of this trading is normally done. 

Speculation in onion futures there has certainly been—that being one of 
the functions of a futures market. And some speculators have undoubtedly 
profited from their operations. Speculators always hope for a profit. Otherwise 
they would never take the risk of going into a market and buying when others 
want to sell, and vice versa. It is this constant buying and selling for future 
delivery, plus the opportunity a futures market gives for hedging, that give pro- 
ducers more opportunity of price stability than they could hope for in the long 
run without it. 

We will risk a guess, however, that it was not price fluctuations that prompted 
the big letter-writting campaign to Congressmen. We heard of no such cam- 
paign when onion futures were going up. What really set it going was the fact 
they came down again, and, having come down, tended to stay there until re- 
cently. Ironically enough, they had achieved a certain amount of stabiltiy be- 
fore their recent increase. 

Was it the existence of the futures market and speculation thereon that oc- 
casioned the fluctuations in prices now complained of? 

The evidence supports no such conclusion. Futures trading in onions began 
in Chicago in 1942 and in New York only in 1946. There were price fluctuations 
before this type of trading began, and there have been fluctuations since—even 
during the period since 1955 when the CEA assumed supervision over the 
exchanges. 

It is well worth noting, however, that a study completed by the Department 
of Agriculture’s Agricultural Economics Division last May showed a greater 
month-by-month fluctuation in the 1980-40 period, before futures trading began, 
than in the 1947-55 period, when the markets were in full operation. 

We do not dispute the fact that, by and large, oniongrowers have had a hard 
time of it. What we do dispute is the argument the futures market is the seat 
of their troubles. 

The fact is that the production of fresh onions in this country has rapidly 
surpassed the increase in population since the war. There has been, however, 
no comparable increase in per capita consumption. 

When weather is good and the crop goes up, prices sag. When the crop con- 
tracts, prices firm again. To sympathize with producers’ troubles in years of 
surfeit is one thing; to blame the futures market for them is quite another. We 
thing the associations backing this bill would serve a more constructive end if, 
like growers of peanuts and citrus fruits, they bent their energies to exploring 
ways to raise per capita consumption. 

The bill passed by the House last week recalls similar measures trotted out 
with monotonous regularity in the earlier years of the century by Senators Tom 
Heflin, “Cotton Ed” Smith, and others—invariably with the objective of making 
futures trading the scapegoat for low prevailing prices in grain, cotton, and 
other commodities. 

Like its unsuccessful predecessors, the “onion bill” aims at eliminating symp- 
toms rather than basic causes. Its passage would not eliminate price fluctua- 
tions in onions; it would merely clear the way for more. It would not raise 
prices. Ironically enough, it would not even end futures trading. It would 
merely knock out the physical markets. The necessity of hedging being what 
it is, futures trading would continue, but beyond the jurisdiction of CEA. 

At its best, this measure is an unwarranted and perfectly futile attempt to 
repeal the law of supply and demand. At its worst, it could foreshadow more 
to come. We hope the Senate, at least, will have the sense to do what the 
House should have done last week. The bill should be killed. 


It is understandable that a farmer feels stronly when the price of 
his crop is low. And it is only human nature, I suppose, to want a 
convenient whipping boy. 

However, the facts show that the economics of the situation are what 
affects the price rather than the mechanics of futures trading. We find 
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that, although there are natural differences between commodities, the 
principles of trading in contracts for future delivery under the or- 
anized and supervised facilities of commodity exchange, are similar. 
Uxperience has shown that it is often true that futures trading will 
bring a price more quickly in line with the economic facts of present 
and potential supply and demand. 

Overplanting or other reasons that indicate an oversupply might 
be reflected more quickly in a lower price than the farmer would wish. 
But should the thermometer be blamed ? 

However, we have found that futures trading has a beneficial tend- 
ency to cushion the extremes. If the price gets to a low level that seems 
out of line with the economic facts of supply and demand, there are 
enough active traders concentrated in a futures market who recognize 
it is a good buy and their buying, at such a time, is often the only sup- 
port in the market, and this keeps the price from going to greater 
extremes. 

Many onion farmers appreciate the services of futures trading and 
use the facilities of the exchange. 

Senator Hottanp. That part is marked out in this statement. 

Mr. Perton. I would like to add one sentence, if I may, Senator. 

Those who do not, and are distrustful of it, should, I believe, be en- 
couraged to investigate the reasons why some of their fellow farmers 
have found it of such value to them. 

Then I leave the rest of this out, because I did not want to repeat 
what someone else had already said. 

Again, we agree with the Journal of Commerce editorial referred to 
previously, which reads: 

The associations backing this bill would serve a more constructive end if, 
like growers of peanuts and citrus fruits, they bent their energies to exploring 
ways to raise per capita consumption. 

Although these remarks do not exhaust the subject, they do cover 
the main facts I wanted to present, and I wish to thank you for this 
opportunity to present them to you. ; . 

Senator Hottanp. Are you an employed executive of this associa- 
tion or: 

Mr. Perron. Yes, lam, sir. 

Senator Hotianp. Or is it your own business ¢ 

Mr. Perion. No, it is not. At present, I am an employed executive 
in this association. 

Senator Hotianp. Thank you. 

Mr. Perron. Thank you, sir. 

Senator Hotitanp. Thank you. 

I am told by the staff that Mr. Kelly has to leave this afternoon. Is 
Mr. Kelly here ? 

Mr. Ketty. Yes, sir. 

Senator Hotianp. All right, Mr. Kelly, we will call you next. 


STATEMENT OF JACK KELLY, PLAINWELL, MICH. 


Mr. Ketuy. Senator, my name is Jack Kelly from Plainwell, Mich. 
I was born and lived the first 18 years of my life on a farm a short 
distance from a small town where I presently live. The farm to which 
I refer to was homesteaded by grandfather, and my father lived there 
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all of his life. The area is known as Gun Marsh which started to 
develop into an onion producing area in the late 1890’s. 

My father grew his first commercial production of onions in 1897, 
As a young man he continued to specialize in the farming of onions 
and did so until his death in 1950. 

When I finished school in 1936, I started farming in a small way in 
a new area about 75 miles from my home. This past season this farm 
produced 200 carloads of onions, which is the only thing we grow on 
that farm. I now have growing interests in other areas and other 
States, principally Wisconsin and Texas. 

Senator Hottanp. Do you grow onions now ? 

Mr. Ketiy. Yes, sir. 

Senator Hottanp. You have an onion farm ? 

Mr. Ketty. Yes, sir. 

Senator Hottanp. How large a farm? 

Mr. Keiiy. Well, we grow 170 acres in Michigan, and a little over 
100 up in Wisconsin, and we have—I had this past year some growing 
interest in Texas—several hundred acres. 

Senator Horttanp. You are one of the proprietors yourself? 

Mr. Keutry. Yes, sir. 

Senator Hottanp. Who are the other proprietors ? 

Mr. Ketiy. Well, most of the farms are mine, and [ am a partner 
on some of the farms. 

Senator Hotianp. All right, sir; go ahead. 

Mr. Ketty. At this point I must return to yesteryear, between the 
years of 1936 and 1942. During these years I found it very difficult to 
scratch out an existence becaues of low prices and low production. At 
least 2 of these 6 years we sold onions to local shippers for as low as 
50 cents per hundredweight. I believe I should mention at this point 
that my first thought to this testimony had been just my experience in 
the last few years. 

In reference to past years—entirely from memory—I believe my 
first sale to the chahuais receivers was in the fall of 1942, at the 
beginning of our harvest. We had only a limited amonut of harvest 
containers and, because of a convention, which was attended by prac- 
tically all onion buyers, there were no local buyers to sell our onions to. 
Realizing we had to move some onions quickly, I looked through a 
produce paper for names of receivers. Upon contact I found that they 
were perfectly normal people whom I could do business with, even 
though I had come from a family who had been in the shipping busi- 
ness from years back. 

I had spent two seasons, in the off season of farming, working for 
the Federal-State Inspection Bureau, principally inspecting onions. 
Possibly this experience helped me to be able to describe over the 
phone the quality and size of onions to the receiving merchants. 

Senator Hottanp. When was that you worked in the Inspection 
Bureau ? 

Mr. Katty. In 1936 and 1937, if my memory is right. 

Senator Hotianp. Proceed. 

Mr. Ketiy. As time progressed, I found the demand exceeded the 
supply I was growing; so, realizing this, I started buying from other 
farmers and selling their onions into consuming channels. I found 
this end of the business much more profitable than growing my own 
onions. 
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However, the above condition did not last very long because the 
Chicago Mercantile Exchange, which had open futures trading in 
onions in 1942, had such a large amount of trading by the year 1946 
that most of the farmers and receivers were too well posted daily 
for me to be able to make the profit that I had previously been able 
to make. 

I am jumping off of this, and just talking off the cuff here. And 
my writing is not very good. I can hardly read it myself. I trust 
you will bear with me. 

Before we had a futures market, it was quite easy to make $100 

r $300 a car profit on buying and selling onions, the cost being 
Sriepaliane between $500 and $1,000 for a carload of onions. Our 
money was usually tied up about 15 to 30 days. 

Now after the futures market became so well known and traded so 
much, our profits were down about a nickel to 15 cents a sack, which 
would be $30 to $90 a car. 

Because of the increased activities on the futures market, I began 
to buy and sell as a speculator—sometimes successfully, other times 
not so successfully. After speculating for 2 years, 1 came to the 
conclusion the only ete way I could make money on the board was 
to settle for a reasonable profit and sell the onions I grew. 

Realizing there was a service to be rendered to my many friends 
in the onion business, I joined with my partner, Don Black, and 
formed a new company, known as the Kelly-Black Co., which I am 
still with and actively so. The Kelly-Black Co. is a member of the 
clearinghouse of the Chicago Mercantile Exchange. Our principal 
business is servicing customers by advising them in their hedging 
operations by giving them the day-to-day description of crop progress 
and national onion-market conditions. For this service we receive a 
brokerage. 

I will be the first to admit that there have been some abuses by 
both buyers and sellers on the Chicago Mercantile Exchange. There 
are very few large operators in the onion business who have not entered 
into one or the other or both of these abuses. The mercantile exchange 
authorities were slow to take steps in changing the rules to prevent 
these abuses. Representatives of the onion industry have been called 
in many times in the past 6 years to make suggestions on changing 
the rules. Many of these suggestions were personally selfish; some 
were sound and readily adopted ; many were unworkable and un- 
reasonable. We have made a great many changes in the past 2 years, 
and the results of trading the past 2 years have proven, without a 
question of a doubt, these to be good and necessary changes. The 
principal change we made in the contract was to limit a very reasonable 
number of contracts any one person or company can carry speculative- 
ly. We have made it very difficult to deliver onions which are not 
acceptable tothe trade. In fact, the contract for the coming season de- 
mands a better than U. S. Grade 1 standard onion. U.S. Grade 
1 has generally been the standard acceptable to the trade for freshly 
packed onions. Our contract for the coming season demands a larger 
size than we have previously been trading in. It allows only one-half 
as many onions without skins, which are referred to as peelers and ae 
not considered too desirable by the trade, as is allowed in a U. 
Grade 1. 
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I believe this is evidence of the good intention of the governing body 
of the Chicago Mercantile Exchange. Furthermore, for the past 2 
years and in the future, we have been and will be policed by the CEA, 


and they are doing a fine job. And, for instance, right now we are o1 
shipping onions out of both Michigan and Wisconsin and the price as 
of today is $3.10 to $3.25 a bag. We pick these baldheaded onions th 
out. 

Wesold some of those today for $1.80 a bag. b 

Next year’s contract is going to allow only half as many of those MI 
baldheaded onions in a bag as the No, 1 grade permits now. 

Senator Hottanp. What is the matter with them, they just do not cl 
hold up as well ? 

Mr. Keuiy. They are not attractive—they hold up all right, with th 


the exception that they dry out. It is the meat of the onion, that you 
have to peel back one layer. Otherwise, they are perfectly all right. 
But the trade does not like them, they do not want nets. 

We have had generally low prices in onions in the past 2 years, but 
rather than it being considered the fault of trading in onions on the 
Chicago Mercantile Exchange, I believe the fault lies in the fact that S 
we are still producing as many acres of onions as we were some 8 
years ago and our production per acre, and here the Government rec- 
ords will bear me out, have increased approximately a third and the 
population has increased only a small portion of this. 


s 
Eight years ago we were growing approximately as many acres : 

of onions as we are today. Perhaps we are even growing more now, C 

considering the new areas of production which have come in the past ] 

5 years or so. For instance, in west Texas (we have an operation in I 

west Texas), 6 or 7 years ago there were not any onions grown 

there or if so, it would be small acreage. This past year there were 


about. 5,000 acres out there, and many of them went into storage and ( 
were marketed through late February of this year. New Mexico also é 
has come in with a large production. If those areas were taken into { 
consideration with our northern grown acreage, our acreage is larger 
than it was 8 years ago. ( 
We have increased our production per acre from a fourth to a third { 
by use of new insecticides and fungicides. Our costs per acre, per bag, 
I probably should say, are very little if any, greater than they were : 
8, 10 years ago because of our increased production and because of , 
our methods of handling. | 
I wish to say in closing that I am not too sure but that I would | 
ersonally be better off if futures trading in onions is abolished. I , 
elieve a good friend of mine, who is one of the largest shippers of 
onions in the United States, was right when he told me very recently 
that the onion business is going to end up in the hands of a half dozen 
people. I will try to be one of this half dozen, and I believe this con- 
dition will be hastened by the abolishment of onion trading. 
Senator Hotianp. You are for the abolishment then of futures 
trading ¢ 
Mr. Keury. I am for it ? 
Senator HoLttanp. You say you wanted to be among that half 
dozen. 
Mr. Keiiy. We are in futures trading and merchandising and 
farming. 
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Senator HoLtanp. What are you for? 
Mr. Ketty. What am I for? Making money. 
Senator Hotitanp. Do you want to abolish the futures trading 


or 

Mr. Keury. I do not believe that futures trading is the reason for 
the low prices that we have had. 

Senator Hoitanp. Do you want to abolish the futures trading, 
because you hope to be among that half dozen who will remain in the 
industry ; is that it ¢ 

Mr. Keutiy. Mr. Senator, I do not want to abolish it. 
clearinghouse down there, and we make money. 

Senator Ho.tianp. All right, what is your position, for or against 
the bill ? 

Mr. Kexty. I am against the abolishment of futures trading. 

Senator Hottanp. All right, sir. 

Thank-you Mr. Kelly. 

Senator Hotianp. Mr. Terpstra. Proceed, sir. 


We have a 


STATEMENT OF JOHN D. TERPSTRA, PRESIDENT, JOHN D. TERPSTRA 
& CO., CHICAGO, ILL. 


Mr. Terpstra. My name is John D. Terpstra, I was born in Mun- 
ster, Ind., and reside there today. I am president of the John D. 
Terpstra Co. located at 110 North Franklin Street, Chicago, IIL., 
dealing chiefly in onions. I am at present «» member of the Chicago 
Mercantile Exchange and have been since January 1953 and I am a 
member of the onion committee, and have been since 1954. 

Our business is to trade in onions, and we purchase them in New 
York, Wisconsin, Minnesota, Michigan, and Oregon, with a scattering 
of lesser transactions in other States. These purchased onions are 
either hedged or sold in the open market. Another important func- 
tion of ours is to act as a broker for the onion growers. Those 
growers who try to preserve their independence and avail themselves 
of necessary working capital will use us as their broker. During 
the growing months of the year the onion farmer will need some 
money to pay for his seed, fertilizer, and production costs. When 
this grower Feels that the market is such that he can sell his onions 
on the futures market, he will call us to sell some of his onions, and 
we then will sell the onions offered, and take care of margin costs. 
The costs of brokerage is nominal. The onions are then sold on the 
exchange (to guarantee the farmer the price protection which he 
sought) to anyone who will invest in these onions for future delivery. 
This is what our opponents call paper onions. If this be true then 
any contract to sell wheat, corn, stocks, or city lots, converts such a 
commodity into a paper commodity. Such argument seems so utterly 
superficial and inane it hardly is worthy of an answer. Every banker 
is dealing in paper commodities, but such is the life of American 
business. A city lot may be traded on paper 10 times, without | per- 
son ever taking physical possession. Yes, contracts for the s:le of 
onions are written contracts, but possess all the validity and basic 
rights of any other written contract, and to hear our opponents use 
such terms as “paper onions” defines nothing. It is only a conclusion, 
and settles no issue or argument whatsoever. I have read and reread 
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all the testimony given in the House as well as the Senate; have read 
the debate on the floor of the House in the Congressional Record, and 
have heard or read not one single valid argument against futures 
trading in onions. 

Since the early days of my youth I have been a grower, dealer, and 
broker of onions. I’m sure I know the business at every level. We in 
Indiana, and that holds true for many small growers, were the victims 
of the big dealers, with the result that we had to abandon that part 
of our farming operation. We raised our onions and at See 
had only 6 weeks to 2 months to market the onions. If the crop w: 
large, the price the dealers offered was such that no one could aby 4 in 
the business. The farmer could not store, he had to sell, and found 
out to his dismay that the “mercies of the ungodly are few.” Some of 
us began to reason that if the period for the sale of onions were in- 
creased to a year, there would be a more orderly market for the onions. 
We also reasoned that if we could get away from the small group of 
monopolists, who could join hands and pay whatsoever price they felt 
like, the farmer would be no longer a peon but a freeman. Because of 
futures trading, the cost of stor: age has been cut 50 percent through 
country warehousing. ‘The investor gives the producer normally about 

200 per car to store his onions. This ‘stimulated the building of storage 
facilities by the small producer, enabling him to pay for this storage 
building through the operations of the futures exchange, which guar- 
anteed him a definite price. The futures market had been a boon to 
other commodities, why not onions? Hence onions began to be traded 
in 1942 on the Chicago Mercantile Exchange. This did not solve all 
the problems of the onion grower, like overproduction, but it did give 
him a longer marketing period and a chance to insure his costs of 
production. 

Our opponents say that the low prices and price fluctuations are due 
to the onion futures market. Why not be honest and fair and go to 
the unbiased record? Mr. William Simmons, analytical statistic ian, 
Division of Agricultural Economics, Agricultural Marketing Service, 
United States Department of Agriculture said the following: 

Price variability is best measured in short periods, such as month-to-month, or 
if feasible, on a week-to-week basis. 

This analysis showed that a significantly greater average month-to- 
month variation occurred in the 1980-40 period than in the 1947-55 
period. This latter period was during the operation of the onion 
futures market. This is substantiated by Prof. T. A. Hieronymus, 
associate professor of agricultural marketing at the University of Ili- 
nois, who also made an objective study of this matter and came up with 
the same conclusions. All the wild statements made by the opposition 
in criticism of the mercantile exchange have not been able to contradict 
this sober fact. Certainly, you gentlemen of the Senate are not in- 
terested in wild, prejudiced, unsupported statements, but much more 
so in the cold, supported facts. In all their testimony our opponents 
have offered not one iota of evidence to contradict this fact. The 
simple truth is that onion futures are not to blame for al! these price 
tluctuations. We must not forget that the people engaged in onion 
futures trading are of the same moral and ethical caliber as those 
controlling any other forms of business. Surely, we have had some 
persons whose conduct was questionable. It is for those that govern- 
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ment and laws are introduced in the affairs of men. Abuses must be 
corrected, and for that reason, the onion amendment of the Commodity 
Exchange Act was enacted and went into operation September 24, 1955. 
Already under this law violators are being prosecuted. We feel that 
Government must regulate the conduct of business in certain instances, 
but surely it does not destroy a legitimate business. If that were so, 
our banking and entire business world would be destroyed. This law 
is of such short duration that it would be an unfortunate mistake not 
to give it sufficient life to determine its weaknesses and shortcomings. 

Our opposition repeats again and again the debacle on the onion 
market wnen it fell to 10 cents a bag. Never do they mention that all 
of these onions brought the farmers a price of $2 and plus per bag, and 
the onion investor was the one who paid the bill. 

I would like to add to this, Senator, that we ourselves had some 30 to 
40 cars of onions in western New York at that time, and when the mar- 
ket went to a dime, it cost us a dime to dump. When those onions 
went to a dime, Mr. Chairman, it was because there were just too many 
onions. The Texas crop came in, and the trade no longer wanted these 
oldonions. That is why they were dumped. 

The purchaser of stock, bank notes, wheat futures, and so forth, is 
called an investor, but when the same person purchases onion futures 
he is a speculator. The fact remains that, call him what you will, the 
speculator put millions of dollars in the pockets of the farmers, and 
took the loss. The dealers and big operators hark back to the “good 
old days” when the farmer did all the speculating and they, the dealers, 
could set the price. If the money of the doctor, lawyer, banker, or 
anyone else is good for wheat, corn, and United States Steel, why 1s it 
a curse to the lowly onion? ‘The farmer should welcome that money 
too. 

The simple truth is that in the onion industry a few big operators and 
dealers have found it feasible to organize a strong effort against onion 
futures so they can have back the “good old days” as one large operator 
put it, when a few men could control the onion market. To organize 
the opposition the dealers told the farmers that price fluctuations and 
low prices were the fault of the onion futures market. And with this 
propaganda convinced many farmers. The truth is far more simple. 
We have shown that on the basis of unbiased authority price fluctua- 
tions are no fault of the futures market. May I add this point; that 
I have seen prices in cabbage, beans, radishes, and so forth, fluctuate 
far more in a 24-hour period, and there was no futures market to 
blame. The truth is, I repeat, much simpler. Overproduction causes 
low prices. That is the bane of the farming enterprise today. What 
to do with surpluses? That is the problem in the onion industry too. 
We actually have less acreage today than a few years ago, but better 
fertilizers, insect control, and technical advances have raised the pro- 
duction per acre, so that we actually have more onions. Since 1930 
our population has increased 32 percent but onion production 68 per- 
cent. Every person eats at an average about 2014 pounds of onions 
per year and there is little that can be done to increase this consump- 
tion. The farmer has been led to believe that if the futures market is 


abolished the problem of overproduction, too, is solved. How naive 
can you become ? 
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The history of futures markets is that the cash price of a commodity 
goes up to the future price, or the future price comes down to the 
cash price during the delivery month. The law of supply and demand 
does not fail. If there is a shortage of onions in New Mexico they 
will have them in no time. Our transportation system is able to keep 
our consumer supplied at all times, if onions are abundant. When 
the crop is poor or short, the Government reports inform every inter- 
ested person, and so does the report of the National Onion Association, 
Hence everyone must know what are the possibilities on the cash or 
future markets. If onions are short no power on earth can make them 
sell cheap, and if long, only the futures market has given them a 
Jonger and better ene. = to at least pay for the cost of production. 
Today, the big dealers are trying to make the independent farmer sell 
his birthright for a mess of pottage. The facts are that if a crop is 
short, the futures market reflects the condition first, and insures the 
farmer a premium, while the big dealers are only too slow to give the 
farmer this benefit. 

Witness our present market of March 1958. We would have had 
enough onions for the consuming public, on the basis of Government 
and private reports, and the cash and futures market reflected that 
condition. It was the weather in Texas which held up early ship- 
ments, and gave the northern onions a reprieve, guaranteeing a soaring 
market. The cash market is much slower to reflect that change. We 
cannot step back the economy and efficiency of our present age and 
hope to keep abreast with modern marketing demands. 

It is an historical fact that (1) price fluctuations did not increase 
under the futures market era, and (2) the low price of onions comes 
under the law of supply and demand, without being affected as such by 
futures operations. 

Our critics also say that the futures trading has been for the specula- 
tor and not the farmer. Let us go to the history of the case again. 
The testimony of Professor Hieronymus is uncontested when he said: 


The proportion of the onion crop that is hedged is large when compared to 
other commodities. 


[ask in all simplicity : 


Can anyone doubt the successful use of futures trading in onions by those who 
wish crop insurance through hedging? 

Even the banking fraternity is beginning to see the advantages in 
loaning money to farmers who secure their loans with a hedge. And 
that is another dev elopment of recent times. 

Our critics say that onions are unfitted for future trading because 
they are perishable. I say to you that all crops are perishable, and the 
difference is only one of degree. We have proven that onions can be 
traded, because they have been traded, and the trading is subject to all 
conditions which surround the onions as such. Surely the principle is 
the same as with wheat futures, but each commodity sets up its own 
conditions and rules, as determined by the inherent qualities of the 
commodity itself. 

The opposition to the onion futures market have made wild and in- 
flammatory remarks about futures traders, calling them gamblers, 
fo players, and what not. And I have said that every form of 

usiness may have its abuse, which is true of onion futures trading, too. 
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In the short period of time since 1955, when the onion amendment 
came under the CEA, we have one case before this body for manipu- 
lation. The docket number is 73, and the complaint is violation of 
section 8 (c) of the Commodity Exchange Act. The specific charge 
is that certain individuals and firms entered into a conspiracy in 1955 
in an effort to manipulate the onion market. Veril Baldwin, presi- 
dent of the National Onion Association, who appeared before 
this body as a witness for the opposition and in favor of the legislation 
abolishin futures trading in onions, was a witness for the Govern- 
ment in this case. He testified that he was one of those who tried to 
manipulate the market, and in so doing got immunity. 

The mercantile exchange under the CEA must keep its business 
clean and eliminate these operators when and if connected. But 
surely it becomes Mr. Baldwin ill to talk about the possibility of 
manipulation when his operations are under scrutiny of the CEA. 

Contracts must be held sacred. That is the basic value of a contract. 
Years ago some of the practices of the big onion dealers was such that 
the farmers had to seek a different method of contracting their onions. 
In the past some dealers would furnish the bags, or make a small 
deposit, and if the onion market broke, would fail to pick up either 
their onions, bags, or small deposit. That was the easiest way out for 
an unprofitable ‘deal. The farmer or grower alone was ready to per- 
form his part of the contract. Again, some of the big dealers went 
bankrupt, and the growers suffer a loss. Since 1942—the beginning 
of onion futures market—not one grower failed to get their money 
for a contract. 

That alone has given confidence and faith in this aspect of the onion 
market and warrants the existence of the mercantile exchange. 

Mr. Baldwin of the National Onion Association asserted in his 
testimony that there w ould be onion futures contr acts, even if the mer- 

cantile exchanges were abolished. That is just what we fear. We 
will go back 25 years in marketing operations. Again a few big 
dealers will set the market, and have their own way, in determining 
price methods and conditions of marketing, with their own financial 
security the only guaranty to the grower. We will be driving futures 
marketing under ground. 

Today under the CEA we have rules, regulations, and financial 
security under governmental supervision. This must not be lost. 
Isn't it a logical conclusion to the arguments presented by the propo- 
nents of this bill, that they want the unrestricted “good old days” 
back, which have eliminated many of the small growers in the past. 
Is it the policy of our present Government to eliminate the small inde- 
pendent for the big operators? 

The mercantile exchange is still the only safe, independent market 
for the small grower. 

Thank you for the opportunity of speaking before you. I feel 
certain that in the light of reason and fact, you will study the evi- 
dence submitted, and deny this legislation, which is a dangerous 
precedent for all future business. 

Senator Hotitanp. Thank you, sir. 

Mr. Savich. 
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STATEMENT OF NICK SAVICH, RENSSELAER, IND. 


Mr. Savicu. My name is Nick Savich of Rensselaer, Ind., where 
I farm in partnership with my brother. We have farmed onions off 
and on since 1933. 

I am here today because I am in favor of futures trading in com- 
modities. 

Senator Horianp. Are you farming now? 

Mr. Savicu. AmI farmingnow? Yes;Iam. We have not farmed 
onions for the past 2 years. 

Senator HoLtanp. You have not farmed onions for the past 2 years ? 

Mr. Savicu. Yes, sir. 

Senator Hotianp. All right, sir. 

Mr. Savicu. I am here because I favor futures trading in com- 
modities. We use, and have used, futures both for hedging and specu- 
lation. I find commodity futures not only desirable, but necessary, 
in our farming operations. Farming is fast becoming’ a large-volume, 
low-profit business with high fixed costs, and with applied technology 
will become more so. Such a business requires insurance. The 
futures markets provide this insurance. 

We use other futures markets, but since this inquiry concerns onions, 
I would restrict myself to onion futures. 

Contrary to opinion expressed by opponents of onion futures trad- 
ing, that onions are perishable and therefore do. not lend themselves 
to futures trading, I would like to poimt out the following obser- 
vations: Onions are one of the so-called volatile commodities, and 
whether traded on commodity markets or not, are subject to sharp 
price fluctuations. It is possible for a farmer using futures to escape 
going broke in recession periods. The onion futures give opportuni- 
ties for insurance at low rates. It is a contract market, and I have 
never heard of a contract having been broken—quite different than 
some outside markets. Futures tend to distribute crops over a longer 
marketing period which tends to stabilize prices. When it is uneco- 
nomical to lift the hedge and delivery is necessary, it becomes the 
lowest cost, and fairest market medium in the United tSates. 

Futures markets are sensitive to supply and demand. 

With the advantages I have pointed out, the question arises: Why 
are so many growers against futures trading. In answer, I say these 
boys have been bit, but they do not know which dog. I am sure they 
are aiming at the wrong dog. 

At this point I would like to interpose the observation that the 
function of Government is to see that the wrong dog does not get 
killed, even if some time must be spent in consideration of this bill. 
Onion farmers, like other farmers, are suffering from the techno- 
logical evolution of farming. The longest span of low priced years, 
1953 to 1957, were a direct result of this technology. They have also 
had an additional kick in the pants from a farm program which pays 
a farmer not to raise one of the holy crops, but permits him to raise 
onions and other crops of the unholy variety instead. 

One reason why onion futures have been singled out so successfully 
as the culprit, is that many of the onion farmers try to supplement 
their income with speculation, and find to their sorrow that they are 
not jacks of all trades. It is only human to ery when you stub your 
toe. 
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Rumors, price needling, and poor statistics have also played a large 
part in the criticism of futures. Mistaken statistics by both the USDA 
and the National Onion Association were accepted as true by growers 
and speculators alike, and in passing through their heads, were inter- 
preted into fictitious and uneconomical prices which could not stand 
the test in the market place. A market in which a grower is speculat- 
ing often, with a large amount of onions, is very susceptible to rumors 
and weather conditions, which also cause wide fluctuation. Price 
needling is caused by one or more interested parties paying higher than 
going prices to stimulate the unwary, thereby providing themselves 
a chance to get out of the market ahead of the others. This also can be 
worked in reverse when buying. 

The foregoing are problems of any market, whether onion futures 
or otherwise, and areas old.as.crime itself. 

A personal example of how a lack of knowledge can cause misun- 
derstanding and resentment toward a futures market is the antag- 
onism my father expressed when we started using futures for insurance. 
He called it gambling, and it was some time before he realized it was 
not gambling, but insurance against loss. 

The futures market is a sensitive market to supply and demand. 
Now it is apparent from a study of past years that there have been 
factors in the market, in the futures market, that it is apparent from 
study—scratch that. 

It is apparent that there have been in the past factors that were less 
than desirable involved in opinion futures trading. However, I would 
like to point out and emphasize that these irregularities were prior to 
the entrance and effectiveness of CEA and rules developed by the 
mercantile exchange. 

As evidence that these rules and supervision were effective, I cite to 
you a decision of the National Onion Association in a meeting in De- 
cember in 1956, at a trustees meeting which I attended as vice president 
of the National Onion Association: It was agreed business was con- 
ducted on such a satisfactory manner on the exchange that it would be 
harmful to the NOA, or National Onion ‘Association, to pass for 
banishment. 

Also, in a meeting the following year, in a campaign fund drive, 
the greatest single contributions were from buyers and dealers in 
onions, not from growers. Commodity exchanges are inanimate, and 
therefore blameless. We must look to people once again for cause 
and effect. Until man develops into the moral, honest, benevolent 
citizen that his Creator intended, he must be governed and regulated 
to protect him against himself. All our institutions, from church to 
penitentiaries, are regulated and governed. To abolish one institution 
would be discriminatory and admission of the failure of government. 

Thank you. 

Senator Hotitanp. What about the defects in the futures program 
that existed, as you say, prior to the enactment of legislation bringing 
them under CEA? 

Mr. Savicu. The enactment of CEA? Do you mean prior to the 
roy when futures trading started, or prior to the—oh, prior to the 

\E 

Senator Hotzanp. You said futures trading was full of defects 

prior to the time that onions came under CEA. 
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Mr. Savicu. I said there was manipulation—not manipulation, but 
there were irregularities and undesirable factors in the deal. 

Senator Hottanp. What I am trying ‘to find out is what were they ! 

Mr. Savicu. Sometimes a fellow gets an idea that the market ought 
to be higher, and he does things to put it there. 

Senator Hotianp. Like what? 

Mr. Savicu. Sometimes takes onions that are coming in and puts 
them away. 

Senator Hotitanp. Well, you said there were irregularities at that 
time that do not exist now, and I would like you to Mustrate that for 
the record, as to what the CEA—— 

Mr. Savicu. Well, before the CEA was put in to supervise the onion 
deal, it was more or less run very loosely, without supervision. There 
was no penalty attached in anyway for any manipulation, and now 
since the CEA has come in there are penalties for finagling or—— 

Senator Hotxianp. In other words, you are inclined to trust the CEA, 
but you are not inclined to trust mercantile exchange, is that it? 

Mr. Savicu. I was on the onion board when they set those rules 
up, and I was one of the people that helped set the new rules up. I 
inquired of several of the growers what they had in mind that would 
help futures trading, help to regulate it, help to make it a more 
cleaner market. I think some of the rules we put in there were 
very effective in doing that. One of the best, I believe, was limitation 
of future contracts to such an extent that it became uneconomical to 
lose too much money in the actual cash market to try to push a market 
around. The other was the quarter penalty on storage onions which 
has proved very beneficial because prior to that penalty they used to 
load the storage up with onions, and those onions hung around all 
year. We have not had that problem in the last 2 years. 

I think the program has been very effective. I think it can be 
policed now. 

Senator Hotuanp. Allright, sir, thank you. 

Senator Hotianp. Mr. Rogers, Malcolm J. Rogers? 

Mr. Harris. Mr. Rogers has been in the city and scheduled to testify. 
I do not see him here, sir. 

Senator Hotianp. Mr. John W. Clagett ? 

Allright, Mr. Clagett, you may proceed. 


STATEMENT OF JOHN W. CLAGETT, EXECUTIVE DIRECTOR, 
NEW YORK MERCANTILE EXCHANGE, NEW YORK, N. Y. 


Mr. Ciacerr. My name is John W. Clagett. I am executive direc- 
tor of the New York Mercantile Exchange. Previously, I was an 
executive of the Chicago Board of Trade. I was born and raised on 
a farm near Potomac, Md. I am offering this statement in my capacity 
as executive director of the New York Mercantile Exchange, which 
has a futures contract in onions, the commodity under consideration by 
your committee. However, I also offer my arguments out of a pro- 
found personal conviction as to their rightness. We are faced here 
with an important economic principle, not an isolated problem. 

I should like to emphasize again my last statement. A bill to ban 
futures trading in onions is not an isolated act. It is a serious, prece- 
dent-making decision. There is a major economic principle at stake 
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here: The right to buy and sell a commodity on a free, open, orderly, 
and regulated market. We can deal with specifics for months on end, 
but ultimately I believe we shall always have to return to this basic 
question of economic principle. Possibly a ban against such trading 
is unconstitutional. Certainly such a ban would be in violation of 
what Americans consider to be one of their fundamental economic 
freedoms. If organized futures trading in onions were banned, it 
would put in motion forces that could eventually put in jeopardy the 
transfer of any commercial paper calling for future delivery or future 
payment; in effect, any contract. I cannot emphasize this in language 
strong enough to convey my true feelings. I can only try to convey as 
best I can my deep conviction that such a ban would be wrong by every 
economic pt itickgts 

I feel futures trading in onions should stand or fall on the matter 
of basic economic principle, but I believe I should comment briefly 
on some of the specific points, since they have already been raised: 

1. A futures market is important to the farmer who wishes to hedge 
his crop against wide price fluctuations. To me it seems ironic in 
the extreme that growers refuse to consider the usefulness of com- 
modity futures trading as price protection. Instead of taking advan- 
tage of the protection it offers, they blame it for the vagaries of supply 
and demand conditions. This is like blaming the thermometer for 
the weather. The Department of Agriculture has pointed out that 
prices of onions fluctuated widely long before the advent of organized 
futures trading in onions. A ban on futures trading would not stop 
price fluctuations, but it would remove from the grower his one chance 
to protect himself against price fluctuations through hedging. 

2. Futures are important to the consumer. They tend to assure a 
steadier supply of onions at fair prices, either fresh or processed, be- 
cause dealers, retailers, and processors can hedge their purchases of 
onions. 

3. Efforts to depress prices were prevalent before the advent of a 
regulated futures market. And if the futures market is eliminated, 
subsequent attempts to depress prices will be outside the scrutiny and 
control of an impartial regulatory body, the CEA. If a patient is 
found ill or ailing, I have always understood it was better to attempt 
a cure rather than bury him. I think this is precisely true of a regu- 
lated futures market in onions. I can assure you that the exchanges 
involved are anxious to maintain orderly marketing for onions and 
welcome the good counsel of the CEA to help us perform more per- 
fectly the true function of a futures market. There are sufficient 
safeguards already in the act itself short of controlling supply and 
demand to insure an orderly market for the sale and distribution of 
onions. 

4. When a grower has hedged his crop, he is in fact making use of 
the investor’s risk capital. The investor is protecting the grower’s 
operation, and the cost of such financial aid is very low. Some specu- 
lators win, and some lose, but the grower who has hedged always wins 
because of his price protection. Proponents of a ban on futures com- 
plain about speculator’s profits, but this is not a valid argument. 

5. The hedger is not only a grower who sells, but a distributor, 
processor, or retailer who buys in anticipation of future needs. He 
may never take actual delivery, but he has used his futures contracts 
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as price protection. Thus hedging is an important function in dis- 
tribution even when there is no delivery of actual onions. Futures 
prices are a balance of the optimism of bullish longs and the pessimism 
of bearish shorts. They are the best available estimates of future 
values. As such, they are a valuable signpost to growers. They pro- 
tect growers against selling too cheaply. At the same time they give 
buyers an indication of future values so they can set up a sensible pur- 
chasing program, protecting consumers and assuring the consumer of 
steady supplies at fair prices. 

As I stated at the beginning, we are opposed to a ban on futures 
trading in onions. On the other hand, we vigorously support all ef- 
fort to further orderly marketing through intelligent regulation and 
self-discipline. Such a ban would be in violation of economic free- 
dom. In addition, I urge that it would place a hardship on many 
growers, it would jeopardize all futures transactions in all commodi- 
ties, and it would work to the detriment of shippers, dealers, whole- 
salers, retailers, and consumers. 

Senator Hotianp. Thank you, sir. 

Has Mr. Rogers come in? Will he be here to testify, Mr. Harris? 

Mr. Harris. I tend to doubt it at this hour, sir. 

Senator Hontianp. All right; we will call again when we get down 
to the end. 

Mr. Nathan A. Wertheimer. 


STATEMENT OF NATHAN H. WERTHEIMER, VICE PRESIDENT, 
MILES FRIEDMAN, INC., CHICAGO, ILL. 


Mr. Werruetmer. My name is Nathan A. Wertheimer. I am vice 
president of Miles Friedman, Inc., 110 North Franklin Street, Chi- 
cago, a corporation engaged in the cash egg business and a clearing 
member of the Chicago Mercantile Exchange handling onion and egg 
futures. I joined this organization in 1945, having returned from 
more than 2 years overseas with the United States Army. Being a 
newcomer in this line of business and desiring to build my own clien- 
tele, I became very interested in onion-futures trading and was one 
of the first to build a large group of growers, dealers, brokers, and 
speculators as customers. It has been a great satisfaction to watch the 
growth of onion futures from its infancy to a large national futures 
market. I do not speculate in the market for my own account or for 
the corporation account. I am strictly a broker. I have also been a 
governor of the Chicago Mercantile Exchange for the past 6 years 
and chairman of the onion committee the last 3 years. 

Naturally legislation such as S. 778 and S. 1514 disturbs me, our 
employees, a large majority of my customers, and my competitors and 
their organizations. Futures trading in onions is both big and good 
business. We furnish, through hedging, price insurance for growers 
and users of onions. Most hedging is thought of as selling against 
the crop in case of price decline. There are often times when I have 
seen users of onions buy on the exchange to guarantee themselves that 
they would not have to pay more when the time came for them to use 
the onions. Our market furnished price and statistical information 
at all times and anyone interested always knows the market. The 
futures market is a national affair that reflects all growing and 
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consuming sections in this country. Damage to crops in one area could 
be offset by good weather in another. Onion growers and buyers are 
always well informed. It is public information not controlled by 
a few large growers or dealers who would have the say should we 
iose this market. In my opinion, the small grower will be much 
worse off without this organized and regulated market. 

Contracts will still be made in onions, but they will be unregu- 
lated instead of organized and regulated as they now are. The pro- 
duce people are known to be a speculative group. ‘They always have 
been and by stopping this market, they will still trade onions between 
themselves, but the small grower will not be able to participate, and 
protect his own interests. 

It is true that the onion people have never asked the Government 
for help by support prices as others have. Perhaps they should have 
done so. The reason for low onion prices during a few years is over- 
production and technical advances in farming: more onions raised off 
fewer acres. On March 10, 1958, the United States Department of 
Agriculture released the intentions to plant the late summer onion 
crop for this year; 1,210 acres more than last year. Advances in 
growing technique bring southern-grown onions to market before the 
North is finished. This is not the exchange’s fault. Onion consump- 
tion remains relatively constant. If the onion people and their trade 
organizations would look for more uses for onions instead of blaming 
the exchanges they would be better off. 

It is true, an educational campaign is needed to teach some growers 
how to use an exchange. When the onion market looks higher, the 
average grower stops selling and merchandising his onions. He tries 
to buy more, either from his neighbor or exchange contracts, and then 
wonders why the market goes down when he tries to sell all at the same 
time when demand tapers off. 

Futures markets serve a very important economic function. They 
‘all for ability to analyze market trends intelligently, to look at all 
the factors affecting supply and demand, and look ‘at the pres and 
cons of each situation. Then one must decide if it is the opportune 
time to buy or sell. Onion futures trading provides a liquid market 
for hedging and facilitates cash dealings. Prices for onions are re- 
lated to futures quotation because the dealer knows that he can make 
or take delivery if he thinks it advisable. Speculative activity is 
needed in the market to take over the risks of the cash interests. 

As chairman of the Chicago Mercantile Exchange onion committee, 
we are always striving to better the contract. 

And I might add here I did not put the changes in. They have 
already been given twice today, so I did not add them in my statement. 

Each year more changes are made to coincide with changing grow- 
ing and technical conditions. With commodity exchange authority 
regulation, I feel that we have a fine market for everyone in the indus- 
try, providing it is used intelligently. 

The exchange is the victim of a mass propaganda movement started 
py a few people who want to control the onion market. Most of these 
people use the futures market now, even though they are our biggest 
opponents on this bill. ‘The mass movement in the country has been 
cleverly and well planned by a few looking after their own selfish 
interests. There are shippers in most onion districts who use the 
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futures market to tremendous advantage, who understand it, but who 
are afraid to testify in our behalf for fear of losing their growers who 
do not understand it and who have been intimidated by the few powers 
urging this bill. 

Lending institutions feel much safer and will finance growers more 
readily if they have the assurance a hedge on the deal is available. 

To abolish onion futures trading would be against the American 
way of living and doing business. Such a step could eventually lead 
the way to abolish the right of free contract in anything. 

Thank you, Senator. 

Senator Hotianp. Mr. Harris? 

Mr. Harris. Yes, sir. 

Senator Hotzanp. Do you have any other witnesses? I have ex- 
hausted the list that you furnished. 

Mr. Harris. That is all, sir, because I doubt very much if Mr. Rog- 
ers will appear at thistime. He has a statement that he would like to 
submit without his appearing. 

Senator Hottanp. You may put the statement in the record and if 
he appears we will be glad to have him put it in at that time. 

(The statement referred to is as follows :) 


New York, N. Y., March 28, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
Senate Office Building, Washington, D.C. 


DEAR SENATOR ELLENDER: I regret having missed the opportunity of appearing 
personally as a witness during the recent hearings on bill S. 778 but, for some 
reason, I was unaware of the fact that I was expected to appear. 

With your permission, and the permission of your committee, I would like to 
submit the following statement for the record : 

It is interesting to note that a recent administrator of the Commodity Exchange 
Authority stated that “speculation in commodities cannot be stopped by stopping 
trade in futures. Futures trading developed in response to the need for a more 
flexible media than was afforded by time contracts, that is, private agreements to 
sell the actual commodity for forward delivery or shipment. Speculation in such 
contracts existed in large volume in grains, on the Chicago Board of Trade for 
example, long before there was trading in futures in the modern sense.” 

I was also interested to note that the present Administrator of the Commodity 
Exchange Authority stated that, in his opinion, “the onion farmer and consumer 
would not be materially affected by the passage of this bill and that erratic price 
Swings existed in cash onions long before futures trading became of importance, 
and the abolition of such trading could not be expected to eliminate these wide 
price fluctuations.” 

It is also interesting to note that the present Secretary of Agriculture stated 
that “by reason of perishability, limited storability, and inelastic demand, onions 
have a record of extreme price variability which long antedates the advent of 
futures trading in onions. The prohibition of futures trading in onions could 
not be expected to eliminate erratic price movements traditional in the marketing 
of this commodity.” 

I was also interested to note that a very prominent bauker stated, in their 
opinion, “futures trading in onions performs an important economic function by 
making possible larger loans against this commodity. Consequently, it is bene- 
ficial to the grower, the distributor, and the ultimate consumer in aiding in the 
financing of this product in its normal flow from the grower to the consumer.” 

I would like at this time to express the view that the prohibition of futures trad- 
ing on an organized exchange, licensed, regulated, and supervised under CEA 
regulations, constitutes a violation of a constitutional right granted to a citizen to 
enter into private contracts and to abolish by law, or prohibit by law trading in a 
futures market establishes a very dangerous precedent. 

Thanking you for your consideration, I am, 

Sincerely yours, 


MALCOLM J. ROGERS, 
President, New York Cotton Exchange. 
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Senator Hotianp. I have been handed a note with a request from 
some others to appear and, Mr. Harris, unless you have other witnesses 
I shall let them appear. 


STATEMENT OF VERIL BALDWIN, PRESIDENT, NATIONAL ONION 
ASSOCIATION, EAST LANSING, MICH.—Resumed 


Mr. Batpwin. Senator Holland, this is the second time I have ap- 
peared here, and I appear by request particularly to answer some of 
the questions. 

Senator Hottanp. Whose request, Mr. Baldwin ? 

Mr. Bautpwin. Particularly in answer to some of the questions that 
Senator Ellender asked various witnesses after I testified. I was the 
first one to testify. 

Senator Hotianp. By whose request are you appearing ? 

Mr. Batpwin. Senator Potter; he made the request of Senator 
Ellender. 

Senator Hottanp. Well, I havea note from the staff saying that Sen- 
ator Ellender promised that you should be given a chance to appear. 

Mr. Batpwin. That is right. 

Senator Ture. Mr. Chairman. 

Senator Hottanp. Senator Thye. 

Senator Ture. Mr. Baldwin asked me yesterday if he might be 
privileged with the opportunity to make a comment following the 
testimony of the meee of the grain exchange, and I said that I 
would see that he was given an opportunity, and I see that he has 
been afforded that opportunity. 

I do not want the record to reflect that I had requested that Mr. 
Baldwin testify. I just said that I would see that he was given the 
opportunity which he desired of rebuttal following the testimony of 
the exchange. 

I take this opportunity to make that statement because I, if the 
record reflects that I had requested him to testify, did not want the 
record to so reflect, and I thank you, Mr. Chairman. 

Mr. Batpwin. Senator, here is what happened. Senator Potter 
made the request ; you did not. 

Senator Ture. I understood that I was reported to have made such 
a request. 

Mr. Batpwin. No. 

Senator Hotianp. I may say that that is incorrect; I have been here 
throughout. 

Senator Ture. Well, when Mr. Baldwin hesitated momentarily be- 
cause of the slight noise in the back of the chamber, I took the SF 
portunity to comment because it had been reported to me that Mr. 
Baldwin had stated that I had requested his appearance or his testi- 
mony following the other members, and I just wanted to be certain that 
I had not been misunderstood. I just stated to you, Mr. Baldwin, that 
I would see you were given an opportunity if you requested it. 

Senator Hotianp. Well, there was a list of witnesses which was 
completed except for one who is not here, and then I was handed a 
note by the staff indicating that Senator Ellender had promised the 
chance to other witnesses here waiting to be heard and Mr. Baldwin 
was the first of such witnesses. There might not be any others, as 
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far as I know, and he started out by saying he had been requested to 
testify and I asked him by whom and he said Senator Potter. 

Senator Toyz. Thank you, Mr. Chairman. 

Senator Hotnanp. Allright, Mr. Baldwin, go ahead. 

Mr. Batpwin. Thank you. 

First of all, I would like to dispose of this idea as to whether or not 
the onion association is inconsistent in asking for prohibition of 
futures trading after asking several years ago for CEA regulations. 

When it became evident that the onion industry was generally op- 

osed to futures trading in onions several years ago, we went to our 
egislators, to the USDA and to CEA stating our problem. We were 
advised by all these agencies that our best policy for relief would be 
to ask for CEA regulations, which we did. 

If we take a backward look and had it to do over, what could we 
have done differently?’ How far would we have gone in launching 
legislation against the advice of those on whom we had to depend for 
support? 

e onion industry has always advocated prohibiting futures trad- 
ing in onions. We were delayed for several years as we had no alter- 
native but to submit to a period of controls which we did. 

Senator Hottanp. Do I understand now that you are saying that, 
prior to 1955, prior to the time when the act was enacted in 1955, you 
were in trouble ? 

Mr. Batpwin. That is right. 

Senator Hotianp. And one of the purposes of your asking for the 
1955 act was to get rid of futures trading ? 

Mr. Batpwin. Yes, sir. 

Senator Hotianp. Well, did you not know that coming under CEA 
would naturally put in futures trading ? 

Mr. Batpwin. We already had futures trading. 

Senator Hotianp. You had that under the Federal unregulated—— 

Mr. Batpwin. Unregulated. 

Senator Hotianp. All right: go ahead. 

Mr. Batpwriy. When controls, although helpful, proved entirely 
inadequate we are now continuing our original objective to prohibit. 

I see nothing whatever inconsistent in our past or present policy, nor 
how we could have done otherwise. 

Questions asked here indicate that someone may think that we are 
asking for CEA controls to be taken off and, if so, to return to unregu- 
lated trading, which is farthest from our minds. No one is asking 
for CEA controls to be removed. CEA renders a valuable service, 
indeed. This legislation does not remove onions from CEA super- 
vision but instructs Commodity Exchange Authority to prohibit only 
trading in onion futures in mercantile exchanges. Ample provisions 
for sntoveiia Commodity Exchange Act, of which this amendment 
will become a part, are already written into the original act. 

Senator Hotitanp. What does the CEA do with you except to per- 
mit and regulate the futures trading? I want the record to show 
clearly your answer to that. 

Mr. Batpwrn. I believe this answers it. 

This legislation does not remove onions from CEA supervision, 
but instructs Commodity Exchange Authority to prohibit only trad- 
ing in onion futures in mercantile exchanges. 
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Senator Hoxiianp. I understand that, but what is it that is left 
for the CEA to do, what useful function does CEA perform flowing 
out of the 1955 act, if this act banning trading in onion futures is 
passed ¢ 

Mr. Batpwin. Well, as I understand it, what is left for them to 
do is to enforce the prohibition of futures trading in onions on estab- 
lished exchanges and ample provision for enforcing the Commodity 
Exchange Act of which this amendment will become a part are already 
written into the original record. 

Senator Hotianp. What functions would CEA perform for you if 
this act passes ¢ 

Mr. Baupwern. I don’t think—I am not sure, but I don’t think they 
would perform any function except to see that futures trading is 
prohibited from being traded on the established exchanges, period. 

Senator HoLtianp. That, of course, would mean that futures trad- 
ing would go to weaker exchanges that are not under CEA; is that 
correct ¢ 

Mr. Batpwin. Oh, no; it would goto no other exchanges. 

Senator HoLLtanp. How would that be prevented ? 

Mr. Batpwin. Well, there is no futures trading in onions except in 
organized exchanges. 

Senator Hotianp. Are all the organized exchanges under the Com- 
modity Exchange Act? 

Mr. Batpwiy. I don’t know whether they are or not but there is 
no futures trading in onions excepting in organized exchanges and 
this covers organized exchanges. 

Senator Hotxanp. Well, if this is passed the effect would be simply 
to ban or attempt to ban trading in onion futures on all exchanges 
that handle onions; is that correct ? 

Mr. Batpwin. That is the way I understand it. 

Senator Horianp. Do you have any precedent for that kind of 
action in the case of any commodity ? 

Mr. Batpwiy. I do not. There are people who can pass on the 
legal aspects of this, which would be entirely outside my jurisdiction. 

Senator Honianp. But as far as your organization is concerned, all 
you intend by this amendment when it is tacked onto the 1955 act is 
simply to ban trading in futures on onions and to put the Commodity 
Exchange Administration in there to see that such trading in futures 
is not carried on; is that it? 

Mr. Batpwrin. I think you are right. 

Senator Hotianp. All right; proceed. 

Mr. Batpwiy. Questions asked by witnesses, such as how can the 
onion grower be hurt by speculaiton if supplies remain in growers’ 
hands. This is a pertinent question. The answer is that you are 
thinking of terms, and logically so, of a corner on supplies to use for 
forcing higher prices, and your thinking is that higher prices will 
benefit the farmer who has held onto his supplies. Most of the corners 
on other commodities have been in this manner. 

This kind of corner or manipulation has not been and definitely is 
not our problem. A squeeze on shorts by close holding of supplies has 
only happened 3 or 4 times in the 15 years futures in onions have been 
trading. A squeeze on shorts cannot happen under present trading 
regulations in onions except when there is an onion famine—extremely 
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short supplies. Suppose this does happen once in 5 years or oftener,. 
who gets hurt? Only one minute segment of our onion economy—the 
short speculator himself, no one else. Not the farmer, he benefits; not 
the consumer. 

Deviating from the script at that point, I will get into the record 
that research shows that the cost of onions to the consumer is generally 
around 10 cents a pound. 

It also shows that for every person who is engaged in the production 
of onions, there are nine people engaged in services of taking those 
onions to the consumer. The cost of those nine services is fairly con- 
stant and make up most of the costs to the consumer. 

Therefore, the price to the farmer can vary 2 or 3 cents a pound 
without any noticeable effect on the consumer and that has been 
brought out in every hearing we have ever had and it seems to be an 
undisputed fact. 

Our problem definitely has always been and still is the squeeze on 
the longs, which creates a panic in selling on the board and is extremely 
disturbing to the cash market. Whois hurt on such a squeeze? Every- 
one in the onion economy, from coast to coast. The farmer, shipper, 
wholesaler, retailer—reduces the value of every bushel of onions in 
the United States. And most of all, it hurts the nontrader. Therein 
lies the reason for most of our complaint. 

Senator Hottanp. What do you mean by the “nontrader” ? 

Mr. Batpwin. The question was made by the opposition here at 
one time that if they don’t like the onion futures market, why don’t 
they leave it alone? They do not have to play the futures market 
and therefore they won’t get hurt and I am attempting to prove to 
you that the nontrader also gets hurt. 

Senator Hotianp. You mean the nontrader producer or nontrader 
dealer or both. 

Mr. Batpwryn. Any nontrader, dealer—I am thinking now of the 
trader and farmer 

Senator Hotianp. Well, you are not thinking of the consumer ? 

Mr. Batpwin. The consumer, Senator, whether the market goes up 
or down, is affected practically none for the reasons I have just stated. 

Senator Hotianp. That is all right, but when you say that it hurts 
the nontrader, I think that you ought to confine that to any nontrader 
who is part of the union producing or handling industry, if that is 
what you mean. 

Mr. Batpwrn. In the previous sentence, I made the statement that 
it hurt everyone in the onion economy from coast to coast, including 
the farmer, the shipper, the wholesaler, the retailer, every person 
who is engaged in the onion business, it makes its product cheaper 
because there is a squeeze-down on the price. 

Who does the down squeeze benefit? The short seller and he alone. 
Can this Congress approve of regulations on any system that favors 
short traders at the cost to everyone else in the onion economy? That 
is precisely what we have. There is no parallel to this in any other 
commodity traded and I will show you why there is no parallel. 

Senator Hotianp. Is there any other commodity traded under the 
Commodity Exchange Administration that is perishable like onions? 

Mr. Batpwin. The nearest similarity to that, Senator, would be 
potatoes. 
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Senator Batpwin. Irish potatoes ? 

Mr. Batpwin. Yes, sir. 

Senator Hotianp. And it is only Irish potatoes? 

Mr. Batpwrn. Yes, sir. 

Senator Hotianp. And there is no kind of fresh vegetables or fresh 
fruit ? 

Mr. Batpwin. No, sir. 

Senator Hotianp. All right, go ahead. 

Mr. Batpwin. My opponents at this point will say, and have said, 
that “Mr. Baldwin and the National Onion Association want prices 
to go up all the time and never down.” 

This calls for a “horse laugh.” That is supposed to settle the 
matter and make the idea appear ridiculous. This is one of the few 
times when the opposition is exactly right and we are entirely justi- 
fied in this thinking and no amount of ridicule disposes of the idea. 

Prices can never go high on a futures market on onions except in 
time of great scarcity. Whereas, because of the unsuitability of onions, 
decidedly different from any other commodity traded, prices can be 
and are pressured excessively downward almost at the mercy of short 
selling. 

Senator HoLttanp. You mean unsuitability for futures trading ? 

Mr. Batpwin. Yes, sir. 

Senator Hotuanp. All right, go ahead. 

Mr. Baipwin. Every supporting witness appearing at this hearing 
has made the statement that onions are eninicalie for futures trading. 
But only after hearing Senator Ellender’s pertinent questioning did 
I realize that to this moment we have perhaps failed to properly 
explain this factor of unsuitability. 

Most people in the onion business realize what we mean by unsuit- 
ability, but no one else could appreciate the full impact of this unsuita- 
bility factor. This lack of understanding applies to university econ- 
omists, futures experts in other commodities, and to many CEA and 
USDA experts. 

The opposition has spent great time and effort extolling the great 
virtues of futures trading as an economic principle. We thoroughly 
agree with the former president of the New Orleans Cotton Exchange 
when he testified as to the value of the cotton futures market to the 
cotton industry. 

We were impressed with the very clear picture painted by Mr. 
Wilkins of the operation of the Minneapolis Grain Exchange. It was 
perfectly obvious that these men understood to the last detail the 
operation of the markets dealing in their particular commodities. It 
was equally obvious that neither of these men, experts in their own 
fields, were at all acquainted with onions as.a commodity or with the 
problems involved in onion futures trading. 

If these witnesses really knew what was going on in onion futures 
trading and were aware of the discrediting effect it was having on all 
futures trading, they would be the first to want it thrown out in pro- 
tection of their own business. 

The only subject we have here today in these hearings is suitability 
of a commodity, which provides an unnatural and abnormal club to 
depress prices. Nothing else. Never in my life have I heard so much 
palaver that completely misses the issue. It is unbelievable that so 
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much time, money, and paper can be wasted and say pr actically noth- 
ing about the subject matter ; namely, the suitability of the commodity 
and the abnormal club it provides to depress prices. 

Here are the facts. Onions lay dormant in special storages with 
air and humidity controls. As long as they are under these conditions 
they age or deteriorate slowly. Just as soon as onions are moved over 
a erader and bagged for market and handled, they start changing 
quickly from their dormant stage. 

They start to sweat and grow and to send out roots at the bottom. 
The cell structure starts to deteriorate rapidly, making the onion to 
appear spongy with watery scale. Aging develops at a greatly accel- 
erated tempo. Onions must have air, must breathe. Packed in freight 
cars, conditions are favorable for this accelerated deterioration. 
Everything that happens to an onion once it leaves its special storage 
conditions hastens aging or deterioration. It is very short lived, 
indeed, once it leaves its ideal storage. 

Previous witnesses yesterday classified onions as semiperishable, 
which is perhaps correct, as long as they remain under ideal storage 
conditions, but should be classified as perishable immediately after 
removal from such favorable environment. When deliver y is taken 
on all commodities other than onions, it is a paper transaction where 
the commodity itself changes none whatever, often remaining in the 
same storage. 

This is not so with onions. The commodity itself is already started 
on an accelerated path of deterioration. The significance of these 
factors make an overpowering club in the hands of the shorts and 

anics those who are long and who are facing delivery. This panic 
immediately is reflected in the cash market and the net result is 
abnormally depressed prices for months or at all times, except where 
acute shortage applies. Onions are ordered by wholesalers and retail- 
ers on a day-to-day basis according to their demand like lettuce or 
tomatoes. Excess supplies during delivery months would be dis- 
astrous. 

The meat bone and substance of our entire case depends on the un- 
suitability factors, this being a factor entirely different from any other 
commodity traded. Summarizing these factors: 

1. Onions are more perishable than any other commodity traded. 

2. Onions are smaller volume and shorter season than any other 
commodity traded. 

3. Onions when taken from special storages start rapid deteriora- 
tion. This is probably the most important factor of all. 

4. Onions cannot be purchased by wholesalers or retailers in excess 
ef supply any more than lettuce or tomatoes, but are ordered by 
deosauna and need and not by calendar month such as results from 
taking delivery from the board. 

5. Delivery is by antiquated, expensive, and undesirable railway 
ears. 

6. Delivery concentrates supplies at one point complicating cash 

see ae? 

Minimum quality onions only are offered for delivery. 

Aion listed factors provides a tremendously effective club to de- 
press the market. The usual pattern is that 10 days before delivery 
months opens, a decline starts due to liquidation by longs fearful of 
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delivery. Seldom can any longs or buyers take delivery under condi- 
tions listed above. 

Result? Abnormally depressed prices. No other commodity 
traded in futures has the factors listed above, hence, unsuitability. 

Much has been said about overproduction being the cause of all cheap 
prices. We expect cheap prices when there is a surplus of supplies. 
However, we are firmly convinced that the “unsuitability with a club 
to depress” applies at all times exaggerating the trend. 

Further, we have examples where correct statistical information 
shows unquestionably that there is no surplus and we compare prices 
with some previous seasons with similar holdings, even when popula- 
tion was less than today, but when the effects of board trading was also 
less, this comparison of prices under such conditions shows the effects 
of the down pressure due to “unsuitability with a club.” 

Statistically, this past season every bag of onions should have sold 
for $2, f. o. b. or better, through January, and every bag should have 
sold for $3 or better through F ebruary and March. During the pre- 
vious season, January 1957 to the end of the season, not a bag should 
have been sold for less than $2 per bag, f. o. b., to the end of the 
season. 

Prices during the periods specified were substantially less than 
above quoted unquestionably due to the “unsuitability w ith a club to 
depress factor.” Last week prices advanced on the Chicago Mer- 

vantile Exchange up 70 cents per bag and down 90 cents per bag. On 
the followi ing day off another 25 cents or a total of $1.15 or $690 per 
ear in 4 days. What would happen in a wheat market with similar 
fluctuat ons é 

What caused this? The cash market was consistently strong and 
still is during that period I am quoting, which is last week. Not 
strong enough to have justified the last 50 cent advance and certainly 
no weaker to justify any decline. 

My opponents talk about a futures market being a true picture of 
supply and demand. Supply and demand had not the slightest thing 
to do with these price changes, but was the result of pressure groups 
within the market. Another example of unsuitability. 

I am in full agreement with the opposition when they state that 
marketing of onions can never, either with or without the board, 
go back to any old method of country shippers dominating the supplies 
for various reasons which they gave. 

[am in complete agreement with that statement. 

No onion operator has any visions of any such thing happening. 
Neither has the presence of the board taken any valuable service or 
functions from former country shippers as contended by the opposi- 
tion. They make these statements—and I heard one just 10 minutes 
ago—together with sour grapes contentions, only to provide an excuse 
for those opposing futures trading instead of the real reason of unsuit- 
ability. 

I know you gentlemen were impressed with the various stories about 
the virtue and ease of hedging and passing the risks on to the 
speculator. This story is old to me. I have heard it so many times, 
but every time I hear it I am intr igued anew. 

My mouth waters with anticipation. I am just plain greedy like 
so many other people. While all this recital about the ‘benefits of 
96223—58—pt. 2——19 
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hedging was going on, they lead you to believe this opportunity to 
hedge satisfactorily is dvailable. hey forgot one little magnificant 
detail—where is the buyer? They forgot to tell you about that. They 
forgot another little detail when they were suggesting greater use of 
the hedging facilities—where is the buyer? Let me tell you where 
the buyer is. He has been killed so many times by the “unsuitability 
with a club to depress” that he no longer buys except at less than 
cost of production prices, if at all. 

What happens? Prices drag along at less than cost of production 
most of the time for lack of buyers. Not once in the last 6 years 
would onion prices on the board be above the cost of production ex- 
cept when the situation a few times has reached the point of absurdity 
when it was so evident that supplies were scarce that the growers and 
handlers themselves became buyers of onions on the board and forced 
it up. 

This practice being rightly frowned on by all the experts on futures 
trading. All this being another example of abnormality caused by 
unsuitability with a club to depress. 

Let’s take another look at this attractive idea of passing the risk on 
to the speculator. Which brings out another example of where the 
nontrader suffers loss. Today November futures have been open for 
trading 6 weeks or so. The cost of productton is $1.50 to $1.60 per 
bag delivered in Chicago. I know many farmers who would be happy 
to hedge some of their potential production at only a dime or 15 cents 
above the cost of production. Do you know what the fabulous specu- 
lator is offering? One dollar and fifty cents per bag and only for a 
very fewcars. Total transactions to date, last 1 heard, were eight cars. 
So the boasted greatest onion market in the world will give you a dime 
per bag less than the cost of production for a very limited number of 
cars. 

Attractive, isn’t it? Aren’t these speculators wonderful to help the 
onion farmers by assuming their risks? Do you begin to see, Senators, 
what a good deal this is?’ Why are so many people so unappreciative! 

Let’s continue. The crop is planted, several months go by and no 
opportunity to hedge above the cost of production. The fabulously 
generous speculator is on vacation, he has been killed by unsuitability 
with aclub to depress. 

About this time, some farmers will need money so they go to their 
broker, and he makes a contract with them to purchase some onions 
from them and advances them some money, all of which is common 
practice. These onions generally, but not necessarily, become a part 
of a supply of onions to be used for months for market pressure pur- 
poses, used by the broker involved. 

These blocks of onions plus a few hedgers gradually build up the 
“unsuitability with a club to depress” prices to the fullest extent, plus 
all the other tricks known to hold prices down. You would be sur- 
prised how effective this is. Unless a miracle happens, this deal 
above described is destined to go down the drain at abnormally low 
prices. 

The hedger in that situation has done no good, unless you call get- 
ting part of your money back good. The nonhedger is killed, be- 

‘ause he has been subject to the abnormality of “unsuitability with a 
club to depress.” This situation applies to several recent seasons. It 
is the outlook for the present onion farmer. 
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Examples of blocks of onions held by speculators 1956 and 1958, 
all legal under CEA. 

We have heard considerable evidence from the opposition stating 
that previous to futures trading large cash buyers purchased blocks 
of onions for speculative purposes and indicating that was very evil, 
indeed. 

Futures trading has not eliminated this, but intensified it with some 
distinct changes. This practice is done mostly by exchange members 
who use such supplies together with other customer connections pooled 
to influence the market. This can be done both to pressure the market 
either up or down, generally down. 

No one in the industry thinks this practice is an improvement over 
the former practices. One of the most vocal critics of the former 
shipper activities, a witness at this hearing, was himself a party to 
owning by purchase a block of approximately 400 cars of onions this 

season, this past season. These could be used for whatever use he 
ieieed. 

These, together with customer contracts, and being the largest onion 
trading ‘house in the business, gave him quite definite control of the 
entire deal. 

Let us take a quick look at January 1956. Two trader members of 
the exchange trading together as a unit, or apparently with common 
interest, held 600 cars of onions in cold storage, approximately—these 
figures, I will say are very approximate, they could vary a little, but 
I do know that 600 cars in ‘cold storage is correct ; 400 cars of onions in 
Michigan, 100 cars or so in Wisconsin, Illinois, and Iowa, and these 
same traders under CEA limits in various options, the 2 of them trad- 
ing separately could have something like 400 cars of paper commit- 
ments, and that would give them a total of 1,500 cars to control. 

Any person familiar with the onion industry and onion marketing 
knows that half that many onions under the control of one interest 
could be enough to dominate that market, and make it do the ridiculous, 
the abusrd, in any direction they pleased at any time they wanted to. 

Senator Hottanp. What is the average annual production of onions 
in the United States ? 

Mr. Batpwrn. It needs some qualifications; 30 million bushels, 30 
million, 32 million, 33 million bushels is the average. 

Now, that includes, that needs qualification, only about 6 million 
bushels of those [consulting documents | 

Senator Hotitanp. Go ahead, sir. We are going to have to wind up 
shortly. 

Mr. Baipwin. Only about 6 million bushels of those would be po- 
tentially deliverable to the board because some of them are not eligible 
for delivery. Some would be out of grade, some would be the wrong 
color, and so forth, so about 6 million bags would be the maximum of 
potentially deliverable. 

Senator Hottanp. How many pounds toa bag? 

Mr. Batpwin. Fifty—600 bags toa car. 

Senator Hotnanp. All right, proceed. 

Mr. Batpwin. Now, who can think that it is good for the industry 
under regulation, and this is legal, under regulation, who can think 
that regulation on accumulation of power and supplies is good, such 
things as this happen every season and have happened every season 
for 10 years. 
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That completes the material that I[have. I would be glad to answer 
any questions that might come to your mind. 

Senator Hontanp. One question. What is the customary method 
of sale of onions from the producer, or the cooperative that represents 
the producer, to the trade? 

Mr. Banpwin. Would you restate it, Senator ¢ 

Senator Hottanp. What is the customary method of sale from the 
producer, or from the cooper ative who represents the producer, to the 
trade, to the onion trade? 

Mr. Barpwiy. The customary procedure is to sell to wholesalers 
either through or direct to wholesalers, or perhaps food brokers, and 
delivery is made by truck. 

Senator Hottanp. Well, you do not sell at auction ? 

Mr. Barpwin. No. 

Senator Hottanp. And you donot sell on commission ? 

Mr. Batpwin. Some. 

Senator HoLtanp. On consignment, on commission ? 

Mr. Batpwrn. Yes; there is some percentage of that. I expect 
probably 20 percent. 

Senator Hotianp. On consignment ? 

Mr. Batpwin: I suspect so. 

Senator Hotitanp. And the rest of it is by direct sales to the dis- 
tributor or by putting it in a broker’s hands, by selling it to the broker; 
is that it? 

Mr. Batpwin. That is right. 

Senator Hoitanxp. So, my question a while ago comes back. Have 
you ever thought of using the auction ? 

Mr. Batpwin. Never did, Senator, Iam sure. 

Senator Hotianp. Don’t perishable crops generally use the auction? 

Mr. Batpwin. Well, they do it on the ones you are familiar with, 
like citrus. 

Senator Hotianp. Well, what about vegetables ? 

Mr. Batpwrn. Citrus is the best example that I know of. 

Senator Hotianp. Well, the auction markets in New York, Chicago, 
and other auction markets do not handle only citrus. 

Mr. Batpwin. Well, I do not know. I would not have any ideas 
on that, Senator. 

Senator Hottanp. Well, now, if this legislation passes, as I under- 
stood your testimony, the sole result of the 1955 act plus this would 
be to stop trading in futures? 

Mr. Baupwry. That is right. 

Senator Hornanp. Then you wen still utilize your heretofore 
normal methods of sale and distribution ? 

Mr. Batpwin. Certainly. 

Senator Horianp. So then the question is really this, without regard 
to the propriety or the constitutionality of the Congress setting up 
a Commodities Exchange Authority to control the various exchanges 
handling various agricultural crops and 1 or 2 perishable crops, the 
question is whether the Congress can entirely prohibit futures trans- 
actions in a market which lies wholly within a State ¢ 

Mr. Batpwin. There is no attempt to prevent, I am sure, futures 
contracts between individuals on physical onions. It only controls 
it on organized exchanges. 
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Senator Hottanp. That means all exchanges? 

Mr. Bauipwin. Yes; but it would not prevent a futures contract 
where a receiver wishes to buy so many cars of onions for a certain 
delivery from a shipper contract. This act would have nothing to 
do with such transactions as that. 

Senator Hotianp. The only thing I am trying to do is clarify this 
for the record. As I see it, this is 1 of 2 perishables which are han- 
dled by the commodity exchanges, the other being Irish potatoes; 
is that correct ? 

Mr. Bautpwin. Yes, sir. 


Senator Hotianp. Then the question is whether, instead of the 
regulation or nonregulation of futures trading in this particular com- 
modity by the C ‘ommodity Exchange Authority, futures trading in 
onions should be banned on or ganized commodity exchanges, which 
would completely destroy futures selling in an exchange that handles 
that class of commodities ? 

Mr. Batpwin. That is right. 


Senator Hotianp. All right. I do not care to add any more to 
the questions. I just want to make it clear that this is a brand-new 
question, Senator Thye, something that has not been handled in the 
vase of any other commodity and that the committee should of course 
regard it as such. 

Senator Turr. Yes, sir. 

Mr. Chairman, Lam in receipt of two letters. 

One is from the president, Mr. R. L. Searles, of the Minneapolis 
Grain Exchange Futures Association; and the other is from Ben C. 
McCabe, of the McCabe Co. of Minneapolis, Minn. 


I ask unanimous consent that they be placed in the record. I had 
thought that Mr. Searles would be down here, but he was unable to 
attend. I think these two letters should be reflected in the record. 

Senator HotLanp. Without objection, both will be in the record. 

(The letters referred to are as follows :) 

MINNEAPOLIS, MINN., March 19, 1958. 
Hon. Epwarp J. THYE, 
Senate Office Building, Washington, D. C. 


Dear Ep: There is a bill, 8S. 778, before the Senate Agriculture Committee now 
which would prohibit trading in onion futures. As you know, we are not in 
the onion business, but we do have a very vital interest in the marketing of 
agricultural products in general. 

We believe it is un-American to prohibit the trading in any commodity ex- 
cept perhaps in some emergencies such as wartime. I think this statement is 
especially true when our Congress through legislation has set up a Commodity 
Exchange Administration to suupervise trading on all commodity exchanges. 
I feel the CEA will in actual practice stop any abusives which might crop up in 
future trading in any commodity. Onions, of course, are a perishable commod- 
ity. Maybe futures trading in onions is not economic. However, if it is not 
economic, then it will die of its own weaknesses—it doesn’t need a law of Con- 
gress to stop it. I hope you will use your good office to kill this bill even 
before it gets out of the committee. 

I would like to give you a little example of how we use the futures market 
in eggs. I believe you are quite familiar with the necessity of all egg pro- 
ducers to adopt a high quality egg program in order to operate profitably. 
We have cooperated with farmers in various areas of Minnesota, North Da- 
kota, and Montana to set up a controlled egg producing and marketing program. 
We have helped these growers arrange their marketing so that at this time they 
are getting 7 cents under the top New York quotation for extra fancy heavy 
weights which on today’s market is 47% cents. It means our growers are 
getting 4914 cents a dozen and they can operate with a very modest profit at 
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30 cents so that on the basis of the present markets, they are making nice 
earnings. When we have a situation of this kind where the production of 
eggs is quite profitable, there is, of course, a tendency to build up the laying 
flocks and eventually we run into overproduction with lower prices, probably 
below the cost of production. Now to protect our growers against this even- 
tuality, we have suggested to them that they should sell enough October eggs 
in Chicago to protect them for perhaps 3 months of subnormal prices. We 
have some of them short October eggs now at 42 cents a dozen. Generally the 
New York high is at a premium of several cents over the current future. So 
that we figure that by being short October eggs at 42 cents, it should assure 
them of a market for their cash eggs of around 38 cents. The last Government 
report out just a couple of days ago indicated that placement of chicks and eggs 
was up 4 percent compared to a year ago. This is not much of an increase, but 
chances are the percentage will increase further in the coming months so there 
is quite a possibility that prices next winter will be lower than they are now 
and especially if they are low enough to be unprofitable, our growers will be 
protected for at least a period to give the growers over the country generally 
a chance to reduce their flocks and get production on a paying basis again. 
Of course, these things may not work out just as we plan them, but all we can 
do is use our best judgment. The same thing I am sure would hold true with 
onion futures and rightly used by men of good judgment, they should help in 
the profitable marketing of farm crops. 
Yours very truly, 
THE McCase Co., 
Ben ©. McCase. 


MINNEAPOLIS, MINN., March 20, 1958. 
Hon. Epwarp J. THYE, 
Senate Office Building, Washington, D. C. 

Dear Senator THyE: I am writing you about the onion bill which you are 
currently considering, and would like to register my views on the subject as it 
relates to futures trading in general. 

My own practical experience in the affairs of the futures market of the 
Minneapolis Grain Exchange demonstrates to me the workability and adequacy 
of Commodity Exchange Authority supervision of a market. In the past few 
years we have found that our market not only could accommodate itself to CEA 
rulings and supervisory guidance—it could benefit by this relationship and pro- 
vide a better futures market for trade use and public use. I am sure Mr. 
Rodger Kauffman, CEA Administrator, will confirm this fact. I am sure Mr. 
Gerald Swoboda, Minneapolis market supervisor for CEA, will also confirm this 
fact. 

What I am saying is that any alleged iils which may exist in the futures 
market for onions can be corrected by CEA efforts in cooperation with the gov- 
erning body of the market in question. Wiping out futures trading by law 
solves nothing and may actually drive price-making forces underground and 
out of the public view. 

It is this latter point which I would like to emphasize for a moment here. 
By its very nature, a futures market is a price-making mechanism which is in 
full public view. It operates in a goldfish bowl. The Government can super- 
vise it to see that true supply and demand factors get full play. By its eco- 
nomical nature the small producer or merchandiser of onions can get a voice 
in onion values. It costs only $20 commission to buy and sell a 600-bag con- 
tract. This puts it down at the little man’s level, either for a hedging trade or 
as a speculation. Take this futures market away and I will ask you who will 
price onions? It will be the big operator, the large merchandiser, the largest 
producers. What voice does the little man have in that circumstance? What 
does he use to hedge his onion inventory or his advance sales? The answers to 
these questions are so obvious I won’t belabor the point further. 

Suffice it to say that a futures market represents the most democratic mar- 
keting and pricing device in the commodity business. Everybody can take part 
and everybody knows the true supply and demand values. The alternative of 
outlawing futures trading promises to eliminate the little man and leave pricing 
to the giants alone. I’m sure it is not the desire of Congress to legislate against 
the many in favor of the few. 
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I would appreciate having my views registered with the Agriculture Com- 
mittee. 


Yours sincerely, 
MINNEAPOLIS GRAIN EXCHANGE 
FUTURES ASSOCIATION, 
R. L. SEARLES, President. 

Senator Honianp. I understand, Mr. Harris, that you wish to file 
an additional statement for inclusion in the record; is that right? 

Mr. Harris. I would like to have about 60 seconds of comment. or 
maybe 120 seconds. 

Senator Hotianp. I thought you were requesting the right to file a 
statement. 

Mr. Harris. I request the right to request the right to file and I 
would like to make a couple of remarks. 

Senator Hotianp. All right. 

Mr. Batpwin. Mr. Chairman, before I leave the chair, may I also 
request, which I understand is customary, that Jack Rose, secretary of 
the National Onion Association, be permitted to file a statement after 
the hearings? 

Senator Hottanp. You will both be permitted to file such state- 
ments, subject to such time limitation as the chairman may impose. I 
do not know whether he has imposed a time limitation as yet but this 
hearing is one that is supposed to be closed very shortly. Provided 
you come under the wire, your statements will be included. 

Mr. Batpwin. Thank you. 

Senator Hontianp. That is likewise true in your case, Mr. Harris. 
You may proceed, however. 


STATEMENT OF EVERETTE B. HARRIS, PRESIDENT, CHICAGO 
MERCANTILE EXCHANGE, CHICAGO, ILL.—Resumed 


Mr. Harris. Thank you, Mr. Chairman. 

I merely want to say this, I stated earlier in my testimony that this 
is a particularly controversial subject, and there is a bitter contro- 
versy about it and we regret that there is and we have done everything 
in our power to prevent any indulgence in personalities or any mis- 
representation of facts by our witnesses. 

We have had some witnesses appear uninvited, we have had some 
appear that we did not know would appear, for example, the 
young man from Missouri, I never saw him in my life until yesterday 
afternoon. I think he gave a credible account of himself, but we take 
no responsibility for any witness here. 

Mr. Hotianp. You mean any witness that appeared today ? 

Mr. Harrts. No, sir; yesterday. 

Senator Hotianp. You did invite these witnesses that appeared 
today on this list; did you not? 

Mr. Harris. I do not know who invited them, but I knew they were 
coming and I did not object to any of them. 

Senator Hottanp. In other words, they are listed pursuant to the 
presentation of your case in opposition to the bill? 

Mr. Harris. I think the requests all came to the committee clerk. 

Senator Horzianp. In other words, you did not furnish them. 

Mr. Harris. That is right. 

Senator Hotianp. Isee. Goahead. 
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(Discussion off the record. ) 

Mr. Harris. And now I am happy to rest our case, but we will 
bring out the facts and I will go on record as saying that this state- 
ment [exhibiting] is filled with gross inaccuracies which I hope def- 
initely to disprove in my statement which I will file. 

Senator Hotianp. Off the record. 

( Discussion off the record.) 

Senator Hotianp. This ends the hearings as far as the list of wit- 


nesses is concerned, subject to the right of filing certain statements as 
mentioned. 


(Whereupon, at 4: 10 p. m., the hearing was closed. ) 
(Additional statements filed for the record are as follows:) 


East LAnsING, Micu., March 28, 1958. 
Hon. ALLEN BLLeNDER, 
Chairman, Senate Committee on Agriculture and Forestry, 
Senate Office Building, Washington, D. C. 

Dear Str: As per my request at the completion of hearings on bills S. 778 
and S. 1514 I am submitting for your consideration a supplemental statement 
in reply to several points brought out during the recent onion futures hearing 
before your committee. Your assistance in including this part of the hearing 
in the record will be appreciated. The points can be best answered with the 
six statements that follow : 

1, Futures trading in onions is unwanted.—The practice was started by the 
mercantile exchange over strenuous objections from the industry. Fully 95 
percent of the onion growers and handlers in the country today are strongly in 
support of the current legislation to eliminate onions from futures trading. 

2. Futures trading in onions is little used by anyone except speculators.— 
According to a Commodity Exchange Authority survey of onion futures trading 
as of October 31, 1957, 89.6 percent of all traders in the market were speculators. 
At this time the remaining 10.6 percent classed as hedgers consisted of 47 traders. 
Of this 47, 3 traders held over 50 percent of the short hedging contracts, the 
first 12 held 87 percent, the other 35 held 13 percent of the hedging contracts. 
Most of these traders were not growers. Seventy percent of the short hedging 
commitments were held by traders whose principal offices were in Chicago and 
who are members of the mercantile exchange. The use of the market by long 
hedgers, that is actual users and consumers of onions, is so negligible as to be 
of no consequence. 

3. Futures trading renders no service.—As has been shown, only a small hand- 
ful of growers were found among hedgers on the market. Processors and trades 
people make almost no use of futures in buying onions. The onion futures 
market is not a reliable source of market information. Misinformation is the 
principal product of the onion futures market. There is no useful purpose 
served in onion futures in contrast to the real economic value of futures markets 
in commodities well suited for futures trading. 

4. Futures trading in onions artificialiy depresses cash markets and disrupts 
orderly distribution—The highly perishable nature of onions moving through 
trade channels makes the threat of delivery on long contracts a tremendously 
greater depressing influence than is true in more stable commodities. Employing 
this fact, speculators have, can, and still do operate in this manner—on the 
short side of the market to make money by forcing the market down. During 
the past season and in the 1956-57 season as well, speculators either individually 
or in conjunction with others have actually owned conservatively 300 to 400 
ears of actual onions. In additional, each operator may have sold up to 200 cars 
in his own name for future delivery on a speculative basis. The actual onions 
are hedged. If they are sold cheap, the market is broken, the hedge contracts 
are bought in at lower prices and no loss is thus incurred on the actual onions. 
On the 200 speculative short contracts, which were sold at, perhaps, $1.75, the 
operator can buy in at the depressed prices, perhaps as low as $1.25 or less. He 
has shown a profit of 50 cents per bag or $300 per car on the speculative con- 
tracts, he has lost nothing on the actual onions he owned, and he has used those 
onions to depress cash markets for all concerned. Nowhere has this speculator 
done anything illegal that can be prosecuted. Add to the above operation the 
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great additional influence any one broker holds through the customer contracts 
he influences. Then multiply this total influence several times as several spec- 
ulators move together and the growers market is constantly at the mercy of 
the very few individuals involved in the onion futures market, all largely pos- 
sible because onions are so unsuitable for futures trading. 

5. Futures trading in onions has not been improved under regulation and 
supervision.—iIn the spring of 1956 the onion futures market was driven down 
to 10 cents per 50-pound bag. At this time the CEA prosecuted certain in- 
dividuals for manipulation. However, this prosecution was not because of the 
manipulation which broke the market. This could not be classed as illegal. 
The prosecution was the result of an agreement between these manipulators 
and a group of growers who gullibly thought to buy from these speculators part 
of the 1,200 or more cars of actual onions which they held as a club to break the 
market. The growers hoped to protect their cash market from further on- 
slaughts of the speculators. The growers’ efforts were ineffective, the CEA 
came into the picture and prosecution resulted. But, as stated before, the case 
was not based on the tremendous maneuver to break the market. That was 
legal under the interpretation of existing laws. Furthermore, no judgment has 
yet been rendered; the speculators involved are still trading in onion futures and 
are members of the mercantile exchange. 

The great break in the onion market which occurred in February of 1957 
resulted from similar activities. With a somewhat short supply of onions in the 
country, certainly no surplus, the futures market was broken from $2.20 down 
to $0.87 in 3 weeks time with corresponding devastation in cash markets. The 
CEA reporting on this break states, “Price movements such as this cannot be 
justified by supply-and-demand factors and must be attributed either to manip- 
ulative activity or, as appears to be the case in this instance, to a wave of ex- 
cessive speculation.” 

Such depressing forces have hung over the heads of the country’s onion grow- 
ers for 10 years or more. Neither supervision by the CEA nor self-regulation by 
the exchange has been effective in correcting it. The unsuitable character of 
onions for futures trading makes such artificial depressing tactics possible with 
existing laws and beyond the reach of supervision. 

6. Futures trading in onions is unwanted, useless, damaging to growers mar- 
kets and beyond regulatory control because onions, unlike the giant staple com- 
modities essential to various manufacturing processes—grain, cotton, rubber, 
sugar—are unsuitable for futures trading. Under ideal storage conditions onions 
are semiperishable. Out of storage, in market channels, they are highly perish- 
able. 

Because of the unsuitability and the small volume of the onion crop, the 
above-listed points are true of onion futures trading in contrast to the sound 
economics involved in futures markets dealing with the great volume of non- 
perishables. Onions futures trading is a gross misapplication of the principle 
of futures trading and has resulted in great injustices to growers and handlers 
of actual onions. 

We, representing the onion industry of the country, urge early favorable action 
on bills 8S. 778 and 8. 1514. 

Very truly yours, 
J. W. Rose, 
Secretary, National Onion Association. 


Curcaeo, Itt., March 28, 1958. 
Hon. ALLEN J. ELLENDER, 
Senate Office Building, 
Washington, DB. C. 


DEAR SENATOR: First, may I express my deepest appreciation to you and the 
members of the Senate Agriculture Committee for the time and attention you 
gave us during the hearings on onion futures trading. We believe the princi- 
ples involved are sufficiently important to merit the thoughtful attention which 
you and other Senators gave and are giving to this controversy. 

You will recall that Mr. Baldwin, president of the National Onion Association, 
requested an opportunity to submit a rebuttal statement against our testimony. 
I was surprised that he would question the sincerity or integrity of the in- 
dividuals who testified in our behalf. I offer no apologies for any of them and 
I think their records and reputations speak for themselves. 
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When I stated subsequent to Mr. Baldwin’s rebuttal statement that I thought 
there were gross inaccuracies in his statement, I did not mean to imply that I 
thought he was purposely misrepresenting facts but I did mean that some of his 
statements were inaccurate and that his conclusions were completely unsup- 
ported by factual evidence. 

At the subcommittee hearing on S. 778 on August 12, 1957, I quoted from my 
testimony before a House committee as follows: 

“And also, it may be that some persons who are trying to kill futures trading 
think they can stand to gain by a return to a system where a comparatively few 
persons had a powerful influence on onion prices. 

“T am not saying that Mr. Baldwin, the president of the National Onion Asso- 
ciation, is one of these men. However, he is reliably reported as having said at 
a meeting in Chicago in December 1955 that there was a time when a few 
people could get together. make a few phone calls and put the market up 50 
cents a bag overnight. This was before futures trading. This was the good old 
days. Mr. Baldwin, through phone calls, might always work to raise the price 
of onions. So far as I can prove, he has never worked against what he con- 
sidered producer interest except by advocating the abolition of their futures 
market. But if the onion market can be increased 50 cents a bag overnight by 
a few phone calls—in the absence of a futures market—it also can be lowered 
50 cents a bag by a few calls overnight. 

“TI went on to say that Mr. Baldwin admitted he made a deal with the defend- 
ants in 1955, the defendants in the CEA docket 73, that he engaged with them 
in an effort to manipulate market prices and that other members of the National 
Onion Association were with him in the matter. 

“In a hearing on the case in December 1956, Douglas B. Bagnell, deputy 
administrator of the Commodity Exchange Authority, testified that on May 1, 
1956, he asked Mr. Baldwin about some trading in onions in which Mr. Baldwin 
took part, and Mr. Bagnell testified as follows: ‘Mr. Baldwin replied, and I think 
these are his words, “I have been mixed up in a slimy deal; what are you going 
to do to me?’’” 

Incidentally, Mr. Baldwin was given immunity in regard to that testimony in 
a case which is still pending. Mr. Baldwin is on the records as a self-confessed 
conspirator to manipulate onion prices. 

In testimony before your committee on March 20, he stated, “According to a 
Commodity Exchange Report as of October 31, 1957, less than 5 percent of all 
futures trading in onions can be classed as true hedging—over 95 percent of all 
contracts speculative.” The Commodity Exchange Authority report he refers to 
states, on page 3 

“* * * the aggregate is 63.4 percent of total positions in the market, with only 
the remaining 36.6 percent classified as hedging. This distribution of open con- 
tracts between speculators and hedgers in onions does not differ materially, 
however, with that observed in other commodities. The corresponding propor- 
tions in the onion survey 1 year earlier were 61.0 percent and 39.0 percent.” 

How can this be reconciled? It cannot. 

In his rebuttal statement, after referring to the former president of the New 
York Cotton Exchange who testified, and Mr. Wilkens of the Minneapolis Grain 
Exchange who testified, he states: “If these witnesses really knew what was 
going on in onion futures trading and were aware of the discrediting effect it was 
having on all futures trading, they would be the first to have it thrown out in 
protection of their own business.” Both Mr. Henican and Mr. Wilkens have long 
experience in futures trading, are completely familiar with our operation and 
with testimony from both sides and have studied copies of former hearings and 
their strong statements in our support speak eloquently for themselves and for the 
continuation of futures trading in onions. Firms which I listed to you in a tele- 
gram recently who trade in cotton and grain also trade in onions, as Mr. Baldwin 
may not know. In his testimony he stated “* * * they (onions) start to sweat 
and grow and send out roots at the bottom.” He went on to describe deteriorated 
onions. Mr. Baldwin knows well that we not only require No. 1 onions with 
Federal inspection but we have improved quality requirements year after year. 
The onions he described are not deliverable and were never deliverable even when 
specifications were less rigorous. 

In the interest of brevity, I shall try to answer Mr. Baldwin’s seven summar- 
izing point: Mr. Baldwin concludes: 

1. That onions are more perishable than any other commodity traded. 

He offers no evidence. Butter, eggs, lard, potatoes, soybean oil, cottonseed 
oil, and several other commodities traded are highly perishable but, like 
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onions, can be stored seasonally. Lard is not deliverable the second season in 
storage under the rules of the board of trade, and the same is true of butter, 
eggs, and potatoes. Mr. Joseph M. Mehl, longtime Administrator of the CEA, 
stated before your committee on March 24: “The word ‘perishable’ has little 
meaning in terms of what is allowable for different uses. The rate of deteriora- 
tion in relation to use is all important so far as futures trading is concerned. 
Obviously, onions are perishable in the sense that the rate of deterioration is 
more rapid beyond certain time limits than is true of cotton or corn. Onions 
cannot be regarded as perishable in the same sense as fresh peaches and straw- 
berries. Actually, onions are semiperishable and are capable of storage for 
several months. I suggest that a realistic and reasonable view is that it makes 
little difference whether a commodity is classified as perishable or nonperish- 
able if the maturity date of the applicable futures contract is well within the 
period that the commodity can be carried in storage without appreciable deteri- 
oration. In other words, the buyer should have assurance that he will get 
the article called for by his contract in such condition that it can be resold 
or merchandised through the usual channels. It is not necessary that the 
commodity be in condition to go into further storage for an indefinite period. 
Perhaps, it would be better if some commodities could not be kept in storage 
indefinitely.” 

2. Onions have smaller volume and shorter season than any other commodity 
traded. 

If Mr. Baldwin is referring to the volume of trading, his statement is inac- 
curate. The volume of trading in onions exceeds that of many, if not most, 
of the individual commodities traded on various commodity exchanges. This 
can be easily verified by checking the volume of trading figures shown on the 
table prepared by the Association of Commodity Exchange Firms, listing the 
various commodities traded, which you allowed me to insert into the record. 
If he is referring to the size of the crop, he is again inaccurate. There are 
over 30 million bushels of onions produced annually. This is about twice 
the size of the United States rye crop, which trades successfully, as does onions. 
The season for onions is no shorter than for many other commodities, as vir- 
tually all agricultural commodities are produced and consumed on an annual 
cycle. While it is difficult to make physical comparisons on the size of the 
crop, I am positive that onions will compare favorably with cocoa, soybean oil, 
lard, and a number of other commodities. With very small limits set on 
onion trading—100 cars in any month against 2 million bushels of grain, 
I think this size of crop argument falls on barren ground. 

3. Onions taken from special storages start rapid deterioration. This is 
probably the most important factor of all. 

As pointed out, only top quality U. S. No. 1 onions with Federal inspections 
are deliverable on our contracts. I am at a loss to know what Mr. Baldwin 
purported to prove by this statement. 

4. Onions cannot be purchased by wholesalers or retailers in excess of supply 
any more than lettuce or tomatoes, but are ordered by demand and need and 
not by calendar month such as results from taking delivery from the board. 

Despite Mr. Baldwin's inference here that there are no buying hedgers in the 
market, the CEA reports show 7 percent, 7.9 percent, and 9.7 percent of the 
long positions were hedging in October 31, 1957, October 31, 1956, and Sep- 
tember 30, 1955, respectively. The percentage of the short positions which 
were hedges were 66.2 percent, 70.2 percent, and 51.5 percent in the same 
periods. 

5. Delivery is by antiquated expensive and undesirable railway cars. 

It is true that there has been a great trend to use trucks instead of railway 
cars in all commodities in recent years. This applies to grain, cotton, and 
other commodities as well but deliveries can only be made in storage or in rail- 
road cars in the case of grain as well as in onions, and this argument of Mr. 
Baldwin's is as fallacious as his others. Actually only about 1 percent of the 
contracts in onions as in grain are settled by actual delivery. This is con- 
sidered normal. 

6. Delivery concentrates supplies at one point complicating cash market. 

Mr. Baldwin knows very well that we have changed our rules by raising 
quality requirements and penalizing storage deliveries in an effort to eliminate 
his complaint. With 1 percent or less of the contracts actually being delivered, 
it is hard to see why prices would be complicated by one point delivery. Also 
deliveries may be made in any approved warehouse in the country if freight is 
allowed. 
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7. Minimum quality onions only are offered for delivery. 

Our present contract calls for delivery of : 

Yellow Globe type, except Sweet Spanish, U. 8S. No. 1, with the following size 
specifications: The minimum size shall be 144 inches in diameter; 70 percent or 
more shall be 2 inches or larger in diameter but net more than 15 percent shall 
haye a diameter of 3 inches or more, with baldheads and peelers limited to 
5 percent. All onions delivered must be at least fairly bright. 

The onions must not only meet this high standard but must have a new 
Government inspection certificate guaranteeing the quality. 

Mr. Baldwin’s new approach in his rebuttal statement is to emphasize the 
word “suitability,” now that his perishability and size of crop arguments have 
been exposed. I must say, with regard to the suitability argument that “the 
proof of the pudding is in the eating.” We tried to establish a market for 
west coast apples. Apples apparently were not suitable as the contract fell of 
its own weight for lack of trade. Onions are suitable. The contract does serve 
as an excellent hedging facility. The volume of trade is good, the market is 
liquid, and has all the characteristics of any other commodity traded on a 
futures market under the supervision of the CEA. There is only one marked 
difference : namely, prices in past years have fluctuated more in onions than in 
some of the commodities which have price supports or which have a more stable 
supply situation. Onions fluctuated more before futures trading than since. 
according to the best study made on the subject. 

Mr. Baldwin stated in his rebuttal that the cost of production is $1.50 to $1.60 
per bag, delivered Chicago. Contracts have been made recently to have onions 
delivered in Chicago next fall for $1.25 per bag. The farmer making these con- 
tracts must feel that this price covers his cost of production plus a reasonable 
profit. This is not a futures contract but a contract for the actual cash onions 
to be delivered next fall and grading U. 8. No. 1. Many competent growers 
feel that they can produce onions laid down in Chicago at around $1 a bag, if 
they leave out the profit item. Therefore, I consider this the cost of production 
laid down in Chicago. Mr. Baldwin states further: “Do you know what the 
fabulous speculator is offering? One dollar and fifty cents per bag and only for 
a very few cars.” At the time of his statement, no car had been traded below 
$1.60 and the high had been $1.80. The small volume is due to the fact that it is 
very early in the season and many people are afraid to trade pending the outcome 
of present legislation due to Mr. Baldwin’s campaign. 

Mr. Baldwin wonders what grain people would think if their markets fluctuated 
like onions. I recall that May wheat broke from $2.90 per bushel to $2.29 per 
bushel between February 3 and February 13, 1948. Producers and trade people 
understood the reasons for this and I reeall no complaints. If cotton and grain 
were unsupported, they would, of course, fluctuate much more violently than at 
present. 

In conclusion, I do not question Mr. Baldwin’s right to have the rebuttal but 
I do feel that his unsupported and unsubstantiated generalities and inaccuracies 
cannot be given much credence in view of the actual facts. 

I realize that he and other people in the cash trade feel that we have broken up 
their playhouse but it is a humpty-dumpty situation and the good old days will 
not return even if we were to cease futures trading. Farmers are too well 
informed to go back. Unfortunately, some small producers have fallen by the 
wayside, as they have in other fields of farm production. Those remaining are 
more efficient, more astute, and better able to obtain financing. Therefore, they 
will never again allow such a wide spread for wholesale dealers. 

We are willing to let our futures market stand or fall on economic merit. If 
it serves no purpose, it will not be used and will fall by its own weight. If it 
continues to improve and render a worthwhile marketing service, more and 
more growers and handlers will make use of it in the proper way. 

May we thank you again for the objective appraisal which you are making of 
this entire situation. 

Respectfully and sincerely yours, 
EVERETTE B. HARRIS, 
President, Chicago Mercantile Exchange. 
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CuIcaeo, ILt., March 31, 1958. 
Hon. ALLEN J. ELLENDER, 


Senate Office Building, 
Washington, D. C.: 


Please add following postscript to my letter of March 28 in reply to Mr. Bald- 
win’s rebuttal statement. Mr. Baldwin stated : 

“Deviating from the script at that point, I will get into the record that 
research shows that the cost of onions to the consumer is generally around 10 
cents a pound. It also shows that for every person who is engaged in the pro- 
duction of onions there are nine people engaged in services of taking those onions 
to the consumer. The cost of those nine services is fairly constant and make up 
most of the costs to the consumer.” 

National Tea stores Saturday sold 5 pounds northern grown onions, plastic 
bag, 35 cents or 7 cents per pound. This at a time when wholesale onions sold at 
6 cents per pound. Mr. Baldwin must not infer that there are 9 people in mar- 
keting service to each 1 engaged in production of onions. If some onions go 
through nine hands many like retail clerks must devote an infinitesimal portion 
of their time to onion sales. Above merely to illustrate additional inaccuracies 
in Baldwin's statement. 

EVERETTE B. HARRIS, 
President, Chicago Mercantile Exchange. 
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WEDNESDAY, MARCH 26, 1958 


Unrrep Srates SENATE, 
CoMMITTEE ON AGRICULTURE AND Forestry, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 324, Sen- 
ate Office Building, Senator Allen J. Ellender (chairman of the com- 
mittee) presiding. 

Present : Senators Ellender (presiding) and Scott. 

The Cuarrman. The committee will please come to order. 

Mr. Kauffman, will you and your advisors please have seats here at 
the table ? 

Mr. Kaurrman. Thank you, Mr. Chairman. 

The Cuarrman. Now, will each of you give your name in full and 
identify yourself for the record. 

Mr. CaLtanper. My name is Ronald C. Callander. I am the Direc- 
tor of the Trading and Reports Division of the Commodity Exchange 
Authority, Department of Agriculture. 

Mr. Kaurrman. I am Rodger R. Kauffman, Administrator of the 
Commodity Exchange Authority. 

Mr. JorGENSEN. Lam Thorvald W. Jorgensen, Economist, Commod- 
ity Exchange Authority, Department of Agriculture. 

Mr. GrossterHAN. I am Arthur R. Grosstephan, Director of the 
Compliance and Trade Practices Division of the Commodity Exchange 
Authority. 

The Cuarrman. Now, Mr. Kauffman, I notice you have a prepared 
statement. Do you want to read through it ? 


STATEMENT OF RODGER R. KAUFFMAN, ADMINISTRATOR, COM- 


MODITY EXCHANGE AUTHORITY, UNITED STATES DEPARTMENT 
OF AGRICULTURE 


Mr. Kaurrman. Yes, Mr. Chairman. I also have with me this 
morning my associates, Mr. Callander, and Mr. Jorgensen, and Mr. 
Grosstephan. I shall appreciate the privilege of referring questions 
to them from time to time, should the committee have questions. I 
appreciate this opportunity to discuss futures trading in onions—a 
subject on which there has been considerable testimony presented be- 
fore this committee. 

Futures trading in onions began in September 1942 on the Chicago 
Mercantile Exchange. The volume of trading did not become large 
until the crop year 1949. Since then it has been substantial each year. 

The onion futures market for the marketing season just closing, 
however, has not shown the trading activity of recent years. The 
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volume of trading for the 1957-58 season has been approximately 20 
percent lower than the previous year. And month-end open contracts 
on the average have been at the low est level for the past 5 years. Gen- 
erally speaking, onion futures prices during the 1957-58 season were 
relatively stable until the os dale of F ebruary. The price of the 
March futures on Febr uary 14, 1958, rose from $1.67 a sack to a high 
of $3.88 on March 19, closing on March 24, the last day of trading, 
at an average of $2.94. 

Futures trading in onions was placed under the Commodity Ex- 
change Act in September 1955. In the 214 years that onions have been 
under the act, we have made six marketwise surveys of the onion 
futures market and have issued two comprehensive reports dealing 
with futures trading in onions. We have continuously enforced regu- 
latory requirements, similar to those in other commodities, involving 
daily reports from exchange clearing members, futures commission 
merchants, and large traders. In onions, as in a number of other com- 
modities, speculative limits on trading and positions of large traders 
have been established and enforced. 

The Cuamman. Now, when was that done, Mr. Kauffman ? 

Mr. Kaurrman. That was done, effective September 1, 1956. 

The Cuarrman. What was the reason for it ? 

Mr. Kaurrman. The reason was to protect the market from the 
forced liquidation at times of large speculative positions, which have 
been found to have a very pr onounced price effect. Such speculative 
limits have been in effect for many years on grains. They have been 
in effect for some 17 or 18 years on cotton, and over shorter periods on 
other commodities. 

The CuHatrMan. Now, how was that brought to your attention ? 

Mr. Kavurrman. Public hearings are held by the Commodity Ex- 
change Commission and all interested parties are given an opportunity 
to——— 

The Cuarrman (interposing). I know how it is done, but I mean, 
how did you find that out? Did anybody complain ? 

Mr. Kaurrman. Oh, there have been complaints, of course ; there are 
always complaints about the futures markets. 

The CuarrmMan. Manipulation ? 

Mr. KAurrman. Well, anyone who loses money, of course, in the 
market, there must be something wrong from his standpoint, or often 
he takes that position and files a complaint. Our agency, however, 
had the benefit of its long experience in the administration of the 
regulatory provisions of the basic act of 1922, which related solely to 
grains. We had made a number of investigations back in the twenties 
and had the benefit of the information as a result of those investi- 
gations. 

The Cratrman. Well, I would like to stick to onions if you can 
discuss them without reference to grains and other commodities. As 
far as I am able to determine in my own mind, there is little or no 
difference between futures trading in onions and any other commodity 
except possibly onions deteriorate more quickly. 

Mr. Kavurrman. Onions are what they call a seasonally exhausted 
commodity, as you understand. 

The Cuarrman. Other than that, if you exclude the perishability, 
and the fact that it is a more seasonal operation, would you say that 
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the trading is carried on in the same manner, practically, as the case 
with grain ¢ 

Mr. Kavurrman. Conducted in a very similar manner, Mr. Chairman. 

The CuarrMan. Well, now were these limits to which you have just 
referred, having been fixed in 1956, a result of the hearings you held? 

Mr. Kaurrman. That was the result of the hearings which were 
held before the Commodity Exchange Commission in April of 1956. 

The Cuairman. Now what efforts, if any, did you make to have the 
Chicago Mercantile Exchange correct those evils on their own? 

Mr. Kaurrman. Oh, they in the meantime, as I recall, had adopted 
speculative limits of their volition. But the ones finally fixed by the 
Commodity Exchange Commission were smaller. 

The CuarrMan. Smaller? 

Mr. KaurrmMan. Smaller than those previously adopted by the 
exchange. 

The CuarrmMan. Did the exchange do anything about this matter 
until you brought it to their attention, and in a measure urged them 
todo it? Was it done voluntarily ? 

Mr. KavurmMann. The exchange did nothing about it, as I recall, until 
after futures trading in onions was placed under the Commodity Ex- 
change Act. I think at that time they gave increased attention to 
the policing of their market. 

The CuarrMan. You mean since 1955? 

Mr. KaurrMman. Since 1955. I think they have given increased at- 
tention to it. 

The Cuarman. I presume that is what brought about the necessity 
for putting onions under the act. 

Mr. Kavrrman. Complaints from producers brought that in. 

The Cuarrman. Yes. All right. 

Mr. Kavurrman. In addition to daily surveillance of the onion fu- 
tures market, including the operations of large traders, compliance 
work of the Commodity Exchange Authority since September 1955 
has included the enforcement of the provisions of the Commodity 
Exchange Act prohibiting price manipulation and other unlaw- 
ful trading practices in cash onions and onion futures, provisions 
making unlawful practices which lend themselves to cheating and 
fraud, misuse of customers’ funds held by brokers, and the require- 
ment that brokers accepting orders from the public for the purchase 
or sale of onion futures and exchange members executing such orders 
on the trading floors of the exchanges be registered under the act. 

There has been considerable testimony presented to this committee 
concerning wide fluctuations on onion prices. There is no doubt 
that the average annual prices received by producers for onions will 
continue to be determined principally by the economics of the onion 
industry, of which the most important element are the size of the crop, 
its perishability and limited storability, inelastic demand, and a 
steady per capita consumption over the years. The abolition of 
futures trading could not be expected to eliminate the wide price 
fluctuations caused by these factors. 

Futures trading, however, at times does have a definite impact upon 
prices for short periods of time. Not only is this true in onions, but 
also in other commodities traded in for future delivery. 
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To illustrate, the price of the March future closed at $1.67 a 50- 
pound sack on February 14, and reached $3.88 by March 19. 

The Cuatrman. March, this year? 

Mr. KaurrMman. Yes. 

The Cuarrman. Per hundred ? 

Mr. Kaurrman. That is for a 50-pound sack. That is the trading 
unit on the exchange. That is an increase of 133 percent, between 
February 14 and March 19. 

The Cuarrman. Now that I presume is due to a shortage of onions 
resulting from the crop in Texas being late in coming on the market? 

Mr. Kavurrman. I think that was the principal cause. The fact that 
they had excessive rainfall in south Texas delayed the movement of the 
early Texas crop. 

The Cuarrman. Now may [ ask you this while I am on the subject ? 
Would you say that just the reverse takes place if there is a large 
crop on hand or if indications are that a large crop is imminent? 

Mr. Kavurrman. The wide price fluctuations that we have observed, 
as I recall, usually take place in February and March, which is at 
the end of the marketing season for the late summer crop. About 90 
percent or more of the crop has disappeared by March 1. There is 
very little left. And March and February is the time of year when 
we see wide price movement in onion prices. 

The CHarrman. This wide price movement is geared to the crop 
that is in prospect ¢ 

Mr. KaurrmMan. That isa factor. 

The Cuarrman. That is a factor. Give us another factor. 

Mr. Kaurrman. Excessive speculation, which I refer to in the next 
paragraph, Mr. Chairman. 

The Cuarrman. All right. 

Mr. Kaurrman. By March 19, 23 trading days later, the price 
reached $3.88, a 133 percent increase. By March 24, the March future 
closed at an average of $2.94, a decrease from March 19 of 25 percent. 

During this February 14—-March 24 period, futures trading was very 
active, with volume of trading on many days substantially exceeding 
the level of open futures contracts. 

The Cuarrman. Now what do you mean by that ? 

Mr. KaurrMan. I mean on a particular day there might be 1,000 
carlots of futures contracts open in the market—those were the open 
commitments—and a trading volume of 1,800 carlots. 

The CHarrMaAn. You mean by deliveries to be made ? 

Mr. Kavurrman. No; not deliveries. When a person buys a carlot of 
onions for future delivery, that is one open contract. The close of each 
day, we issue the figures on the open contracts in the market. 

The CuatrMan. To be delivered at a certain 

Mr. Kaurrman (interposing). If the contracts remain open until 
the end of the delivery month, they have to be delivered. But, as a 
matter of fact, a very small percentage, of course, of the contracts is 
fulfilled by delivery. Most of the contracts are liquidated by an off- 
setting transaction. So, the open contracts are simply the open interest 
in the market. It is the volume of contracts remaining unfilled. 

The CHarmman. Isee. . 

Mr. Kaurrman. This high level of trading—largely speculative— 
would appear to be definitely related to the price movement. 
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It is obvious that the frequency of wide price movements in onions 
over short periods of time attract additional speculation. 

The CuarrmMan. Now what would cause a person to do that? Is it 
just that he is guessing that something would happen to the crop, that 
the production would not be as great as anticipated ? 

Mr. Kavrrman. I think he is attracted by the wide price movement 
and he enters the market in the hope of making a quick profit. The 
speculator is more attracted to that type of market than one where 
the price is relatively stable. 

The Cuairman. Can you give to the committee, percentagewise if 
you can, as to both number and volume, the class of people who 
speculate? Are they farmers who own and produce onions, or are they 
just the hangers on.around the market who will try to make a dollar 
through speculation ¢ 

Mr. Kaurrman. We have made several marketwide surveys, Mr. 
Chairman, of the onion futures market. The most recent was made 
as of October 31, 1957, and I am going to ask Mr. Callander, who is 
director of our Trading and Reports Division to discuss the results 
of that survey from the standpoint of number of speculators and 


number of hedgers and the occupation of these traders which appear 
in this table. 


The Cuatrrman. All right. 


STATEMENT OF RONALD C. CALLANDER, DIRECTOR, TRADING 
AND REPORTS DIVISION, COMMODITY EXCHANGE AUTHORITY, 
UNITED STATES DEPARTMENT OF AGRICULTURE 


Mr. Catuanper. To answer your question, the first thing we have 
in this particular table is an occupational group of onion growers. 
Now we had a total of 76 onion growers at the time, October 31, 1956. 

Of the 76 onion growers, 46 were speculators, 30 were hedgers, and 
these onion growers held 1,255 contracts short as hedgers, and 53 con- 
tracts long. The speculators held 351 contracts long and 329 contracts 
short. 

The next classification we have in here, and I am going to run down 
these classifications, are onion shippers and dealers in growing areas. 
Terminal market merchants and receivers, onion brokers for cash 
onions, grocers’ organizations, processors and manufacturers of onion 
products. Now, that isthe industry group. Now, below that we have 
another type, which we call the public. In that are the brokerage 
firms and employees, merchandisers of agricultural commodities other 
than onions, manufacturers, wholesalers, financiers, contractors, pub- 
lishers, retailers, administrative personnel 

The CuHatrMaAN (interposing). Layyers and dentists. 

Mr. CaLianper. Yes, sir; it runs the gantlet of occupations. We 
have farmers, housewives, teachers, clergymen; it is that type. Now, 
to simplify this particular table 

The CHarrMan (interposing). Now, you didn’t give me the number 
of individuals. 

Mr. CaLLenpver. Sir? 

The Cuatrman. What is the number by groups, for contrast? 

Mr. Catutanper. All right, sir. Now, in the industry group there 
were 252 traders that had something to do with onions. 
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The Cuaimrman. Well, of course, that is more or less legitimate be- 
cause they buy and sell. 

Mr. CaLtLanper. There were 472 traders out of 724 who were out- 
side of the onion business; that is, didn’t handle actual onions. There 
were 472. Now, of that 472 traders, they held 1,942 positions long 
or contracts long, in carlots, and 606 contracts short. 

Coming gack to the onion people, and I am going to make this con- 
trast, they held 2.563 contracts long and ¢ 3,699 short. So, in a sense, 
the bulk of the onion positions in the onions futures market were held 
by onion growers, onion shippers, terminal market merchants, brokers, 
grocers organizations, and processors and manufacturers of onion 
products. Getting back to this larger category of onion people, the 
terminal market people i in this partic cular ¢ ategory held 1,337 contracts 
long and 1,383 contracts short. In other words, they had approxi- 
mately the same size position long and short in the market. The 
growers, as I said before, held 404 contracts long and 1,584 contracts 
short. 

The Cuatrman. Now, for the record, will you explain the difference 
in those contracts ¢ 

Mr. CaLienpver. They are all the same. 

The Cuarrman. I mean long and short. 

Mr. Cauuanper. Oh, yes. Anybody that buys a futures contract 
and clears it that day becomes a long, it becomes a long contract. Any- 
body that sells a futures contract ‘and it clears that day, it becomes 
a short contract. I think that is an apt dese ription of it; so that any- 
body who is a seller is a short and anybody who is a buyer is a long. 

The CuarrmMan. That is a good description. 

Mr. Cauuanper. I want to add 1 more thing, that on this particu- 
lar time, October 31, 1956, is is a year and a half ago, approximately 
so—— 


The CHatrMAN (interposing). Well, now, was this in the nature 
of asampling of 

Mr. CaLLanpber (interposing). This is a total marketwide survey 
of every trader in the market. We got every position that is in that 
market for every person. 

The CHarrMAN. So it wasn’t a cross section / 

Mr. Cauianper. No, sir; this is an absolute numerical count of the 
traders in the onion market as of that particular point in time. 

The Cuatrman. Well, now, as of today, let’s say in the last 6 months, 
would you say that many of the hedgers are people who actually deal 
with onions, either in buying or selling them as a business such as 
farmers who grow them for the market ? 

Mr. Catianper. Well, I would say that based—and I have another 
survey, marketwide survey as of October 31,1957. That comes within 
your 6-month period, I believe. 

The CHatrmMan. Yes. 

Mr. Catianper. In that case we found that the bulk of the hedgers 
in that market, in the onion market, were what I call terminal market 
receivers. They are dealers, and if I may quote from this particular 

table, we found that out of 2,789 contracts that were open on October 
31, 1957, we found that 1,300 of these contracts were held by people 
located in Chicago. I believe that Mr. Kauffman has comments on 
that aspect subsequently in his testimony. On our reports which we 
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réceive daily from large traders, that is traders holding contracts of 
25 carlots or more, we, as of the end of February 28, 1958, found there 
were 233 contracts reported as short hedging. Of the total specula- 
tive and hedging contracts in the market, there were 646 contracts 
reported to us long and 405 short. We also have a residual figure 
that we obtained by subtracting the total reported by large traders 
from the total open contracts, which would represent traders with less 
than 25 carlots. We find that we had 835 contracts long, and 1,076 
contracts short. 

In other words, these are what we call small traders. Percentage- 
wise, on February 28, 1958, large traders in the onion market held 
43.6 percent of the long side, and these included both hedging and 
speculative contracts, and 27.3 percent short. Small traders, the 
residual item, held 56.4 percent long and 72.7 percent short. In other 
words, the small traders, less than 25 carlots, held most. 

The CyatrMan. Less than 25 cars. 

Mr, CaLLANpER. Yes, sir; less than 25 cars. 

The CuarrmMan. Now, has the exchange any limitation as to the 
number of cars that are traded and handled over a certain period, 
either long or short ? 

Mr. Cauianver. The Commodity Exchange Commission has fixed 
speculative limits on speculative transactions at 100 carlots in any 
one future, or 200 contracts in all futures combined. 

The CHarman. At one time? 

Mr. CaLLanper. At one time; yes, sir. That is the only limitation 
on the trading. 

The CuHatrman. Is that done to eliminate what we might call a 
cornering of the market / 

Mr. Catuanper. It certainly helps along that line. It eliminates, 
as Mr. Kauffman described before, the building up of large lines 
and the liquidation of large lines which would have a definite impact 
upon prices. 

The CrarrMman. Now, since the onion has been placed under the 
exchange, have you detected any effort to corner the market on 
onions ¢ 

Mr. CaLitanper. Well, we have had one case of manipulation in 
the market since onions have been under the Commodity Exchange 
Act and we have filed a complaint on that. Now, if I may say so, 
that is out of my particular field and I would like to refer that back 
to Mr. Kauffman for further answer. 

Mr. Kaurrman. If you want any details on that particular case, 
Mr. Chairman—— 

The CHarrMan (interposing). I am not particularly interested 
in the details of it but the charge has been made here that there are 
a lot of paper transactions, a lot of onions sold on paper and not 
actual onions, and that it is onion trading in a measure that lends 
itself to the cornering or depressing the market by a trader having 
onions on hand and selling them at a loss in the hope that by de- 
pressing the price he will make money on the contracts he holds. 
What comments have you as to that? 

Mr. Kaurrman. Do you have any comment on that, Mr. Gros- 
stephan ¢ 

The Cuatrman. If it is a fact, how does it operate? If it is not 
true, give us the reverse of it. 
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STATEMENT OF ARTHUR R. GROSSTEPHAN, DIRECTOR, COM- 
PLIANCE AND TRADE PRACTICES DIVISION, COMMODITY EX- 
CHANGE AUTHORITY, UNITED STATES DEPARTMENT OF 
AGRICULTURE 


Mr. GrosstepHAN. That was a part of the charge which we made 
in the complaint which we brought on June 18, 1956. As you know, 
we didn’t get any regulatory powers on onions until Se tember, late 
in September of 1955. We began an immediate surveillance of the 
market and we noticed that there appeared to be quite a considerable 
ee of congestion developing in the November futures, which 

ras Just shortly after we took over. We investigated that and then 
we found during the course of this investigation that there seemed 
to be some more “developments involving the same parties in the later 
futures. So we extended our investigation and extended it through 
the March futures which was the last futures for the crop. Shortly, 
I would say shortly after the March futures went off the board, in 
other words, just 2 months later, in June we brought a complaint 
against 2 individuals and a firm charging 2 different things; first, 
that 1 of the individuals had attempted to manipulate the ] price of 
the November futures upward and then that the 2 individuals and 
the concern had joined in a conspiracy to depress the price of the 
March futures. 

The CuarrmMan. Now, can you describe succinctly for the record, 
that we nontraders in onions can understand. How was that accom- 
plished? How did it come to your attention and what did you find? 

Mr. GrosstePHan. Well, it came to our attention as most of these 
things do, Senator, through our own surveillance of the market. It is 
a misconception, I think, in the trade that most of our investigations, 
complaints, are the results of complaints coming to us. Most of these 
things are done through our own surveillance and that was true in 
this case. 

We began to study the November futures and then as we studied 
that, we began to look also into the later futures, as I said; and we 
saw a buildup of a short position in the later futures as compared to 
the long position that had been built up in the November. Then we 
learned of an arrangement which had been made among a group of 
growers with the two individuals whom we later charged with the 
manipulation, to take off the market the large supplies of onions which 
had resulted partly from the attempted manipulation in the November 
futures. Many onions had been brought to Chicago as a result of the 
November price manipulation. These were delivered largely to the 
one individual who was long. 

The CHarrMan. You mean one of the conspirators. 

Mr. GrosstePHan. That is right. And he had all these onions. 
And the other individual had a large number of onions. Between 
them they held at one time approximately all of the onions available 
for delivery in storage in Chicago. The large supply of these de- 
liverable onions, available there in Chicago for delivery on the 
January-February-March futures, if these individuals wanted to do 
that, posed a considerable threat to the price of the later futures. I 
believe it is well understood that most speculators who are long do not 
want, ordinarily, to get delivery of the commodity to them. It in- 
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volves more handling. It involves other financial arrangements and 
they prefer not to do it. They would prefer to get out of their long 
contract to sell it out rather than to accept delivery on it. So, there- 
fore, the threat of a large supply of onions there in Chicago for de- 
livery on these later futures was a depressing effect. It also had a 
very depressing effect, in the opinion of some growers at least, on the 
price that they could obtain for cash onions which they owned in the 
country. The futures prices in Chicago is related to the cash price 

Onion dealers in buying onions will be influenced by the futures price. 
They will see what ‘the futures price is. That will assist them in de- 
ciding what they are willing to pay for cash onions. ‘Therefore, if 
the futures prices in Chicago ) should collapse, the price of cash onions 
would probably follow. Therefore, it posed a very serious threat to 

‘ash supplies of onions in the country. These growers decided ap- 
parently that that was a bad thing and so they got together with these 
two other individuals and entered into an arrangement with them 
which we in our complaint, I believe, called a conspiracy to take these 
onions off the market so that they would no longer pose this threat of 
delivery. But this arrangement didn’t last too long. There was a 
falling out among the persons concerned and some of them withdrew 
from this agreement. 

Thereupon the two individuals and the firm that we charged, pro- 
ceeded to build up large supplies of short futures and made some de- 
liveries and depressed the price of the late futures, particularly the 
March, to a point where they could cover their short position at a 
handsome profit. 

Now they undoubtedly lost some money on the cash supply of onions 
which they still held, but I think that it is probably very true that they 
gained more in being able to cover their short position, although | 
have no figures that Tecan give you on that. 

The CHatrMan. Well, now, as to those with whom they apparently 
conspired, were any of those farmers, or farmer groups who handle 
onions ¢ 

Mr. GrossterPHAN. They were grower shippers. They were shippers 
who also had some growing facilities. 

The CHarrman. Who did the withdrawing? Did they ¢ 

Mr. GrosstrpHan. They did. They did because they found some 
evidence, they thought, that the other two had not lived up to their 
agreement and so they withdrew from a further fulfillment of their 
part. Not all of them did. Some of them went through with the com- 
plete agreement. 

The CHarrmMan. Well, what has become of that case? Is it still 
pending ¢ 

Mr. GrosstePHAN. That case is still pending. That complaint was 
issued on June 18, 1956, which I think was rather promptly after the 
close of the March futures, just 2 months earlier. On November 15, 
the respondents in the case attempted to enjoin the Secretary of Agri- 
culture by means of a temporary restraining order that they tried to 
obtain here in the district to restrain him from going ahead with the 
hearing. That was denied by a Federal judge here, so the hearings 
began in November on the charge. 

The CuHatrMan. Now, were these alleged conspirators connected 
with the Chicago Mercantile Exchange / 








428 ONION FUTURES TRADING 


Mr. GrosstePHAN. Some of them. 

The CHarrmMan. That is the two? 

Mr. GrossterHan. The two were members of the Chicago Mer- 
cantile Exchange; yes, sir. 

The CuarrmMan. What did the Chicago Mercantile Exchange do 
about this? Do they still keep these two people as members ? 

Mr. GrossrerHaNn. Oh yes, they have not done anything. 

The Cuamman. What do you propose to do w ith them? Have you 
got any evidence to show that there was a conspiracy, Mr. Harris? 


STATEMENT OF EVERETTE B. HARRIS, PRESIDENT, CHICAGO 
MERCANTILE EXCHANGE, CHICAGO, ILL.—Resumed 


Mr. Harris. We think there definitely was a conspiracy but the 
thing is still in the courts. 

The Cuarrman .If you think there is a definite conspiracy, why 
don’t you kick them out of your exchange / 

Mr. Harris. It has been a policy of all the exchanges not to declare 
the men guilty as long as they are in court. Then they will go out 
automatically. 

The CuarmMan. That is what makes it bad, Mr. Harris, to have ¢ 
bunch of people that you know are guilty of what they are charged of 
and yet you still countenance it. I don’t blame some of these growers 
for the position they take. Proceed. 

Mr. GrossTePHAN. I will go on with the hearings in this particular 


ease. The hearings began and in December the respondent attempted 
to get an injunction to restrain the Secretary from proceeding. This 
was also denied here in the courts in the District. So then the hear- 


ings went on and they have gone on and on and it is over. But there 
were 23 days upon which we held hearings. There have been a total 
of 2,700 some pages of transcript taken. The matter is still before 
the hearing officer. The briefs are being prepared. They have not 
vet been presented to the hearing officer. Just when this will finally 
be decided, we do not know. 

The CHarrmMan. Now, are these people suspended from doing busi- 
ness in the meantime ? 

Mr. GrossrerHan. No, sir. 

The Cuamrman. They can still go on and trade 4 

Mr. Grossteruan. We have no authority to do anything to them 
other than this administrative approach. And when we get a de- 
cision, if it is favorable to us, then the Secretary is able to take some 
action. 

The Cuatrman. I know, but in the meantime, these rascals can 
stay in business. 

Mr. GrossTEPHAN. Yes, sir. 

The Cratrman. Al] right. 

Mr. Kavurrman. One of the basic difference between futures trad- 
ing in a seasonally-exhausted commodity as compared with the less 
perishable commodities is that many traders in the more durable 
commodities may remain in the market with unchanged positions for 
considerable periods of time. Some of them time their trading so as 
to receive the benefit of the capital net gains tax provision, which 
necessitates holding a position for a minimum of 6 months. Obvi- 
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ously, speculation of this type is more likely to be based upon ap- 
praisal of long-term conditions of supply and demand, while specu- 
lation which consists of getting in and out of the market within a 
period of a few days involves much more immediate and technical 
factors. 

In considering the hedging function of futures trading, the volatile 
character of onion prices should accentuate the need for the type of 
price protection afforded by hedging. The proportion of futures 
trading in onions reported as being for hedging purposes is gener- 
ally in line with other commodities, “such as grains and cotton. 

We find, however, that the number of hedgers i in the onion market 
has been relatively small. The marketwide survey of October 31, 
1957, disclosed 47. Of this number, 12 held 87 percent of the total 
short hedging contracts. About 70 percent of these short hedging 
commitments were held by traders whose principal offices are in Chi- 

‘ago and who are members of the exchange. Other marketwide sur- 
veys made in previous seasons show the same pattern of concentration. 
It is also reflected in daily reports to us from large traders. 

As is generally true with respect to all commodities, the typical pro- 
ducer does little, if any, hedging in the futures market. In onions, 
most hedging is done by growing-shippers and receivers. Some pro- 
ducers may benefit from this in that the grower-shipper may be able 
to contract with the producer for his crop, and in turn pass the risk on 
the futures market. 

I will sum up the situation as we have observed it by saying that in 
our opinion onion futures trading has not been responsible for wide 
price movements from season to season. Such fluctuations have his- 
torically characterized the onion market. Nor have we found that 
futures trading has affected the average price received by farmers over 
a marketing season. It would appear, however, that the market has 
been affected from time to time by excessive speculation and has not 
been utilized in such manner and to such extent as to make it a factor 
of major importance in the distribution of onions. 

The CHairmMan. Well, now, this last conclusion that you have 
reached I believe has been after careful study. 

Mr. KaurrmMan. That is correct, Mr. Chairman. 

The Cuarrman. What is the greatest factor in causing these prices 
to fluctuate ? 

Mr. Kavurrman. I would like to have Mr. Jorgensen, our economist, 
comment on that. 


STATEMENT OF THORVALD W. JORGENSEN, ECONOMIST, COM- 
MODITY EXCHANGE AUTHORITY, UNITED STATES DEPARTMENT 
OF AGRICULTURE 


Mr. Jorcensen. I take it you are referring to the season to season 
fluctuations, and not the short term fluctuations ? 

The Cuairman. Well, any kind of crash in prices, asa rule. I can 
well understand that under the case described by Mr. Grosstephan, 
how this manipulation could have caused the market to go down; but 
ordinarily speaking, would you say that the chief cause 1s production 
in excess of consumption requirements ? 
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Mr. JorGensen. On a season basis, yes, I would agree with that. 

The CHarman. What of other factors? How would you place 
them. Would you put that No. 14 

Mr. Jorgensen. I would put that No. 1. 

The Cuarrman. Now, what other factors ? 

Mr. Jorgensen. Of course, there are other factors that come into 
the picture in addition to the size of the crop. One is the annual per 

capita consumption, for example, on the part of people. In onions, 
this has remained comparatively steady for many years. This means 
in effect that as production has gone up over the years, onion con- 
sumption has increased only because more people have come into the 
population to—— 

The CHarrMan (interposing). All of that goes back to the factor 
No. 1. 

Mr. JorGenseN. Yes, sir. There are still other factors that have 
been found in studies of onions, one of which is the per capita con- 
summer income. It is to be expected that it would have some effect. 

The CruarrMan. On consumption. 

Mr. JoRGENSEN. On consumption; yes, sir. 

The CHarrmMan. So, the less consumed, the greater the supply, and 
that depresses the price. It all goes back, as I can see, to that one 
factor. Now, do your records show that the greatest fluctuation takes 
place just about the time that another area comes into production to 
compete with the stocks at hand, usually March, you said, or Febru- 
ary ¢ 

Mr. JorGensen. Yes, sir. I don’t think vse! 2 any doubt but that 
the major fluctuations occur late in the crop year, as you have stated, 
Senator. We have found in a great many years 3 th at the fluctuations 
have been substantial, in February and March, and particularly in 
March. Ofcourse, there are complicating factors as to the possible size 
and the timing as to when the early spring Texas onions come on the 
market. If they are early, it has a very pronounced price effect and 
in effect makes one long onion season out of the previous late crop, one 
might say. But if they are late, as they are for example in the spring 
of 1958, a different situation prevails. 

The Cuarrman. Well, the onion producer is in the same position as 
I was when I was a potato producer. I was not a big shot in potato 
production, but for 26 years before I came to the Senate, I grew pota- 
toes and if I could get my crop out the latter part of April or early 
May, I would make a pretty good profit, but if I harvested after May 
20 or about June 1, I sometimes “lost. my shirt.” I presume that is the 
same, 

Mr. JorGenseNn. It is very similar. 

The CuamMan. Very similar. 

Mr. JoRGENSEN. Yes, sir. 

The Cruarrman. Now, under your rules and regulations, to what 
extent can buyers combine in order to spread rumors, such as the crop 
is big here, and it is big over there, with the idea of depressing the 
price in the area where they are purchasing onions either to store or is 
there any device that they may use to depress onion prices ? 

Mr. Jorcensen. I think that is a little difficult to do, if I understand 
your question, Senator. 

The Cuarrman. We have some evidence produced to the effect that 
some telegrams had some fake information, giving misinformation in 
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the hope of scaring producers of onions to sell at lower than the mar- 
ket prices. Now, ‘I can well understand that at one time that could 
have been done, but today it is not so easy to do that since the market- 
ing service of the Department of Agriculture is available. Then I 
also understand the Chicago Mercantile Exchange gives out the mar- 
ket prices, and would you say that because of that, the farmers who 
desire to be informed can be informed and thereby not be persuaded 
by such false rumors ¢ 

Mr Jorcensen. It is my opinion that they are well informed. As 
you pointed out, there are the daily reports issued by the Market News 
Service of the Department, and the quotations on the futures market 
are widely disseminated every day over the radio, in the press, and 

forth. It would seem to me to be rather difficult to confuse the 
oTowers.,. 

The CuatrrMan. Now, Mr. Kauffman, or anyone of you gentlemen 
who may desire to answer the question, assuming that the House bill 
passes, which is the one that I presume that we ‘would be tempted to 
report, in the event the committee should take action, it would expe- 
dite quicker enactment of the law; would there be any difference? The 
two Senate bills would do about the same thing that the House bill 
does; would they not ? 

Mr. Kavrrman. The only difference, I believe, Mr. Chairman, is 
that the Senate bills provide an effective date some 60 days or so follow- 
ing enactment, and the House bill would take effect immediately ex- 
cept with respect to existing contracts. I think that might result in 
a very awkward situation. Technically, the moment the President 
signed that bill it would be unlawful for anyone to make a trade in 
onion futures. Then it provides that the trades already outstanding 
shall remain valid until liquidated or terminated. I am a little con- 
cerned by that language. It might be that the exchange would be in 
position to fix a settlement price and can stop all trading, but, of course, 
the only way these contracts could be liquidated would be either by de- 
livery in the delivery month, and we know a very small percentage 
are so consummated, or by making an offsetting transaction with some- 
one else, so that would mean that the trader w sho was long would have 
to find someone who was short in order to get out of his position. That 
might result in an awkward situation. 

The Cuoamman. Excepting for the timing of the bills, they all have 
the same purpose. 

Mr. Kaurrman. That is correct. 

The Cuatrman. This would mean that onions would still remain 
under the Exchange Act. Now I want to ask you this: If future trad- 
ing is prohibited, how could you protect the onion producers? What 
would be your function? What would happen ? 

Mr. Kaurrman. Futures trading woul be prohibited. The act 
would still confer jurisdiction with respect to manipulation of cash 
onion prices, the same as it does now, with respect to commodities 
which are covered by the act but in which there is no futures trading. 

The Cuairman. Have you any commodities under your jurisdiction 
for which there is no futures trading ? 

Mr. KaurrmMan. We have commodities which are covered by the act, 
Mr. Chairman, but in which there is presently no futures trading. 

The CnHarrmMan. It is not prohibited ¢ 
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Mr. Kaurrman. Not prohibited; there just isn’t a futures market 
in them, such as peanuts and rice. 

The Cuarrman. It is not prohibited ? 

Mr. Kaurrman. Not prohibited; no. 

The Cuairman. In other words, it is not conducive to the business 
to trade in the futures. It doesn’t lend itself, in other words. 

Mr. Kaurrman. The exchange just has not been able to conduct a 
successful market in some of those commodities. 

The Cuarrman. All right. What protection could you afford these 
people if anything were to go wrong ? 

Mr. KaurrMan. Well, we have always confined our activities, J 
would say 9914 percent, ‘to the futures market. We had one ease in 
New York back in 1946 which involved manipulation of the price of 
cash butter. And that resulted in the imposition of a substantial fine. 
But those cases have been very exceptional. All of our activities, 
I would say, by and large, have been concentrated on futures trading. 
Now, if this measure should pass, one provision of the act would make 
it unlawful to conduct futures trading except on a contract market, 
and the new provision would make it unlawful to conduct futures 
trading on a contract market. That would leave only the prohibition 
against manipulation and dissemination of false and misleading in- 
formation in cash commodities. It would still remain covered by the 
provisions of the act. Just what would be done with respect to that, 
we haven’t any opinion. 

The Cuairman. Should either of these bills pass, do you envision 
any diffteulty in its administration ? 

Mr. KavurrmMan. No, we don’t envision any difficulty in adminis- 
tration. 

The Crarrman. Have you the tools with which to punish violators 
of the act if there should be violations? 

Mr. Kavurrman. A violation of the ban against futures trading? 

The Cuarrman. That is what I am talking about. 

Mr. Kaurrmaxs. Yes; I sent the counsel of the committee, on Fri- 
day of last week, March 21, an expression of my views on that point, 
Mr. Chairman, pointing out that, although certain sections of the 
statute empower the Commodity Exchange Commission, which is com- 
posed of the Secretaries of Agriculture and Commerce, and the Attor- 
ney General, to suspend or revoke the designation of a contract mar- 
ket for noncompliance with the statute, and also provisions of the act 
empower the Secretary of Agric ulture to take administrative action 
against an individual for violating a provision of the statute, those 
proceedings are rather cumbersome, long-drawn-out, and time-con- 
suming. I suggested in my letter to Mr. Stanton that should this pro- 
posal be adopted, it would seem desirable from the standpoint of effec- 
tive administration to amend section 9 of the present statute by incor- 
porating therein a reference to the new proposed section 4j, which 
would be added by the pending bills, so that it would be made a vio- 
lation of the penal provisions as well as be subject to the adminis- 
trative procedure. 

The Cuarrman. As now drafted and presented, you could not im- 
pose the penal provisions / 

Mr, Kaurrman. It would not be subject to the penal provisions. 

The CuatrmMan. So what would it be then ? 
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Mr. Kavrrman. It would confine the administering agency to re- 
course to the administrative proceedings and that, of course, would be 
a long-drawn-out procedure. 

The Cuarrman. I know, but what are the penalties / 

Mr. KaurrmMan. Well, eventually, after hearing, and appeal to the 
court, the trading could, of course, be stopped. 

The Cuarrman. I understand; but there would be no penalty to 
those who violate ! 

Mr. Kaurrman. There would be no criminal penalty; that is cor- 
rect ; yes. 

The CuatrmMan. That would be like having a law against murder 
and not hanging the murderer ? 

Mr. Kavrrman. Well, it would be somewhat in that direction. 

The Cuatmman. All right, as I understand from your testimony 
then, all of you gentlemen are not in favor of the passage of either 
of these bills? 

Mr. Kacrrman. I beg your pardon ? 

The Cuamman. As I understand your testimony, you don’t favor 
the passage of either of the pending bills? 

Mr. Kaurrman. The Department has taken no position in respect 
to the re assage of the proposed bills, Mr. Chairman. 

The Cuarrman. Why haven’t you? 

Mr. Kavrrman. Our position has been to give the facts to the con- 
gressional committees and leave the decisions to the committees. 

The Cuatrman. Is it against your policy to do that ? 

Mr. Kavrrman. That is the policy that we have been following with 
respect to the proposed legislation. 

The CuatrMan. Now, the Department of Agriculture stated in this 
letter to me, as chairman of this committee, Mr. Benson states and I 
quote the last sentence of the third paragraph : 

Should 8. 1514 (which is similar to the other two, the House and the other) 
receive the approval of the Congress, however, we are of the opinion that its 
enactment would not significantly affect the marketing or distribution of onions. 

Mr. Kavurrman. That is the position of the Department; yes. 

The CHatrmMan. Would you agree to that ? 

Mr. KaurrMan. Yes. 

The CuarrmMan. Would you also state that the enactment of this 
bill would not improve the price structure of onions, say under similar 
conditions that now exist? That is if you have a supply over your 
demand at a given period, that that, as the gentleman stated a while 
ago, is the main factor in determining price fluctuations? 

Mr. Kavurrman. I would say, Mr. ‘Chairman, that the price struc- 
ture by and large will, as in the past, continue to be controlled largely 
by the economics of the onion situation, which is size of crop and the 
very inelastic demand, the rather perishable nature of the crop, that 
that is the important factor. Excessive speculation at times does have 
a very definite impact on price. The enactment of a bill, as the De- 
partment points out, would not eliminate the season-to-season price 
changes that have been historic. It would have an effect on the short- 
term prices which are definitely related, we think, to speculation in 
the futures market. 

The Cuarrman. As I understand the complaint of those who pro- 
posed this measure, and if I am wrong I would like to be corrected by 
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anyone present who has testified, is that trading in futures offers 
measures by which—I won’t say measure, but they feel that futures 
trading lends itself to a method of depressing prices that would not 
otherwise exist. 

Mr. Kaurrman. I think that is correct over the short term. I think 
that is undoubtedly their position, as I understand it. 

The CuatrMan. Now, do you agree with that? 

Mr. KaurrMan. That is what we have found, that futures trading 
over the short term does accentuate price changes. 

The CuatrmMan. Have you found many cases of that nature? 

Mr. KAurrMan. Well, there was a situation in F ebruary of last year 
where there was a very large volume of trading, 50 percent turnover 
in the traders in a period of Fabout 2 w eeks, resulting in price changes. 
By that time of year, of course, a large percentage of the crop has 
already disappeared. That is the tail end of the season. That is when 
we have had the worst price gyrations, in February and March, 
generally. 

The Cuarrman. Now, those who propose that the law be continued 
as it now is, argue if hedging is dispensed with, it will have adverse 
effect on the growers as well as the handlers of onions. There are quite 
a few who have testified to that effect. Would you agree to that 
statement ¢ 

Mr. Kaurrman. It might have an adverse effect upon those who 
have been using the market for hedging purposes. We don’t believe 
the use has been of such major importance that its abolition would 
really make a great difference in the overall marketing and distribu- 
tion of onions. That is the position at which the Department has 
arrived. 

The Cuatrman. I see. All right, is there anything else that you 
gentlemen wish to add to what has been stated ? 

Mr. Kaurrman. Nothing further, Mr. Chairman. 

The Cuarrman. I want toask you a few more questions then. 

I have heard the term “squeeze” used. What is meant by “squeeze”? 
Is it something like a corner ? 

Mr. Kaurrman. I would say that a squeeze, Mr. Chairman, in the 
market terminology, is a small corner. 

The Cramman. You mean it involves only a small amount of 
onions? 

Mr. KaurrMan. It is a diminutive term for a corner. It doesn’t 
have the magnitude of a corner. 

The CuartrmMan. Could you give us an example of that? Would that 
be confined to a locality ¢ 

Mr. Kaurrman. It is usually confined to the terminal market 
where the commodity covered by the futures contract is deliverable. 

The CHatrmMan. Now, another question. The speculator who is 
short, is at the mercy of the fellow who runs the deliverable supply 
of onions and also has large holdings of long futures contracts. Is 
that correct ? 

Mr. Kaurrman. The speculator who is short is at the mercy of the 
long? 

The Cuarrman. Who owns the deliverable supply of onions. 

Mr. KaurrmMan. Well, the speculator who is short must either buy 
back his contract in the futures market or must obtain possession of 
the actual commodity and make delivery. 
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The Cuarrman. I see. In other words the short must settle either 
by buying back, as you just stated, his short futures contracts or buy 
the actual onions from the man who controls both ? 

Mr. KaurrmMan. From wherever he can get them. 

The Cuarrman. Now, assuming that would occur, what would be 
the immediate effect of this upon the price of onions ? 

Mr. KaurrmMan. Well that would have an immediate effect, I would 
say, if the short has difficuly in obtaining the actual commodity. 

The Cuairman. Make it rise. 

Mr. Kaurrman. It would be bound to have a price effect. 

The CuarrmMan. Yes. In other words, he has got to buy wherever 
he can find them to meet his contract. 

Mr. Kavurrman. Yes, sir. To fill his contract or cover his short 
position in the futures market. Do you have any comment on that, 
Mr. Callander 

Mr. Catianper. I just want to add that the short in order to buy 
must bid and in bidding quite often causes the price rise. 

The Cuarrman. Those who hold onions may then have an inkling 
that the fellow who is short must have the onions, and he may be 
tempted to get a better price because of that ? 

Mr. Catuanver. There is a natural trait. 

The CHairman. Is it inaccurate and also misleading to speak of 
short sellers as squeezing the market down ? 

Mr. Kaurrman. Well, I think it might. I think it generally would 
be misleading. ‘The hedger, the person who has the inventory of the 
commodity, goes into the futures market. He is acquiring a short 
position. In other words, he is selling in the futures market to obtain 
a form of price protection against price changes in his inventory. His 
purpose, of course, is not to squeeze the market but to obtain protec- 
tion. On the other hand, a large speculative operator might at times 
go in and sell short for ulterior motives. 

The CHarrman. In such a case, the price is squeezed up instead of 
down; is that correct ? 

Mr. Kaurrman. Well, that would depend somewhat on the actual 
conditions in the market at the time. If there was ample supply of 
the commodity, prices would probably be depressed. 

The CuarrmMan. Well, the person who has contracts for immediate 
delivery of onions, let’s say, the only way he can protect himself is 
to buy those onions for delivery at the time he agreed to deliver them. 
Now, is there any way that he can protect himself by buying more 
futures, or going deeper into futures trading —— 

Mr. KAurrMaNn (interposing). Your situation envisions one who 
has contracts to sell onions / 

The CuatrrmMan. He now has to deliver. 

Mr. Kavurrman. Has contracts for actual cash onions to be 
delivered. 

The Cuarrman. The time has come now where he has got to— 

Mr. KAurrMan (inter posing). He has to deliver the onions. 

The CHarrMan. Yes, sir. 

Mr. Kaurrman. In actual cash commodity transactions ? 

The CuarrmMan. Yes. In other words, he bought the futures and 
the time has come now for him to deliver or else. 

Mr. KavurrmMan. On his cash contract ? 
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The CuHatrMan,. Yes. 

Mr. Kavrrman. On his cash contract. Well, ordinarily the futures 
market is not used for merchandising purposes. It is not used as a 
source of supply. The person who is handling the cash commodity 
prefers to acquire it in the cash commodity market where he can 
examine it, and know exactly what he is getting, and obtain the par- 
ticular quality that may meet his peculiar needs. As he obtains the 
‘ash commodity in the spot market, then he will liquidate his futures 
position. So that he will not look forward to obt: aining delivery in 
the futures market. Of course, if he can’t get it in the ‘cash market, 
which rarely occurs, he would have the privilege, of course, of taking 
delivery in the futures market, if he is long. If he is short 
he has to make delivery. 

The Cuarrman. I presume the fellow who is caught short is not a 
regular trader. He is just one who took a chance. He may never 
have grown an onion; all he knows about an onion is how they smell 
and how they taste after they are cooked. 

Mr. Kavrrman. That is probably true with respect to the onien 
market. 

The Cuatrman. Yes. All right. 

(Statistics submitted by Mr. Kauffman are as follows :) 


, of course, 


Str ae 
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440 ONION FUTURES TRADING 


SELECTED STATISTICS ON ONIONS, 1957-58 


Presented in this pamphlet are selected data on futures trading in onions, 
together with certain related statistics on onion production and marketing. 
Information in tabular or graphic form is set forth on (1) volume of futures 
trading, (2) open contracts, (8) futures prices, (4) onion production, (5) onion 
stocks and indicated disappearance, and (6) cash onion prices. Although the 
data relate principally to the 1957-58 marketing season, some exhibits cover 
periods ranging from 10 to over 25 years. Also included is a list of surveys 
and reports on onion futures trading released on various dates since futures 
trading in on#ons was placed within the purview of the Commodity Exchange Act 
on September 24, 1955. 

Ropcer R. KAUFFMAN, 
Administrator, Commodity Exchange Authority. 


MarcH 19, 1958. 
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ONION FUTURES: MONTHLY VOLUME OF TRADING AND MIDMONTH OPEN CONTRACTS, 
ALL FUTURES COMBINED, AND MIDMONTH CLOSING PRICE OF THE NEAR FUTURE,” 
YELLOW GLOBE TYPE CONTRACT, CHICAGO MERCANTILE EXCHANGE, 
APRIL 1948 - MARCH 1958 
DOLLARS 
PER CwT. 


CLOSING PRICE 












| ! | 
*EXCLUDING DELIVERY MONTH EXCEPT MARCH. | 
° 


THOUSAND 
CARLOTS 





OPEN CONTRACTS 


4 ato i ———}———_—_— a 





THOUSAND 


CARLOTS | VOLUME OF TRADING | 





| a ; 
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i i i 1 i 
| | 
| 
| ] | | 
ane Siac sake | sil aa 
‘ | | 
| 
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) b 
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1948-49 1949-50 1950-5) 1951-52 1952-53 1953-54 1954-55 1955-56 1956-57 1957-58 
CROP YEARS 


VU. S. DEPARTMENT OF AGRICULTURE 2253S-COMMODITY EXCHANGE AUTHORITY 
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Onion futures: Highest and lowest prices during the life of each future on the 
Chicago Mercantile Hxachange, yellow globe type contract, seasons, 1948-49 to 


; 1957-58 
: Future 
i 


1948-49: 
November 
January. 
February 
March 

Average 

1949-50: 

November 


January 


February 
March 


1950-51: 
November 
j January 
February 
March 


Average 


1951-52: 
November 
January 
February 
March 


Average 


; 1952-53: 
' November 


December - 


January - 
February 
March. 


Average 


1953-54: ’ 
November 


December 
January 
February 
March 
Average 
1954-55: 
November 
January 
February 
March 


Average 


1955-56: 
November 
January 
February 
March 


Average 


apc 


Average . 


[Prices in dollars per 50-pound sack} 


High 





$1.92 | June 30, 1948 
2. 22 |.....do 
2. 32 


i 
2.09 | 
| 


Oct. 19, 1948 


3.93 | Sept. 1, 1949 
4.25 | 


do... == 
4.45 do_. 
5. 00 do... 
1.83 | July 26, 1950 
2. OS do 
2.32 | Feb. 14, 1951 
2. 48 do- 
2.50 | Nov. 13, 1951 
3.31 | Jan. 7, 1952 


3.77 | Jan. 7 and 8, 1952 
4.58 | Mar. 17, 1952 


3.30 | Nov. 7, 1952 


3.35 | Oct. 14and Nov. 7, 
3.60 | Jan. 23, 1953 

4.25 | Jan. 28, 1953 

4.75 | Mar. 17, 1953 - 





July 6, ee 


| 

| 

- — ! 

Dee. 31, 1952, and Jan. 2, | 78 
} 











ee ee et 
vos 
o 


1952___| 


NwNee 


1.90 
1953. 
1.66 | May 8 and 15, 1953__ : 75 
1.87 | May 14 and 15, 1953______- . 62 
2.00 | May 25, 1953. . 49 | 
1.70 | Aug. 3-5, 1953 . 43 | 
et 
2,49 | July 27, 1954 1. 25 
2.90 | July 27 and 28, 1954 . 99 
3.11 | July 28, 1954 .72 
2.68 | Nov. 4, 1954 .78 
2.35 | Aug. 22, 1955 1. 47 
2. 60 do a 85 
2.64 | Sept. 19, 1955 . 67 
2.75 | Aug. 22, 1955. .10 


Sept. 9, 1953 
Jan. 22, 1954._- 
Feb, 18, 1954- 
Mar. 17, 1954 


Sept. 13, 1954 
Jan. 24, 1955 


Feb. 9 and 15, 1955__ 2. 39 


Mar. 1, 1955 


May 3 and 5, 1955 
Jan. 23, 1956 


| Feb. 8, 1956 


Mar. 15, 1956. 








Low 
_ 2 ee ee 
Date 

Nov. 1 and 3, 1948__...__.- $0. 62 
een BA: WOO... ...2ccntauen 1.39 
SOG Bei nencscinceand 1. 48 
Mar. 10, 1949.............. 1.30 
. a aa 1.20 
Apr. 20 and 21, 1949. _____- 2. 67 
Apr. 20, 1949, and Jan. 24, | 2. 85 

1950. 
Feb. 14, 1950- 3. 63 
Mar. 23, 1950 4. 56 
bs | 3. 43 
| Oct. 31, 1950 1, 22 
Oct. 20, 1950 ad 1.14 
a ee 1. 22 
| Mar. 13, 1951 1.71 
- 1. 32 
July 6, 1951_- ; 1.16 
June 5 and July 6, 1951 1.71 
Feb. 1, 1952. .._- 2. 32 
July 27, 1951 2. 66 
- 1. 96 
Mar. 28, 1952 1. 73 
May 16, 1952- | 1. 50 
Dec. 18, 1952... 1. 63 
a | 2. 05 
— — aici 2. 39 
Doge Se | 1.86 
Nov. 3, and 4, 1953_.___._-| 1.12 
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Onion futures: Highest and lowest prices during the life of each future on the 
Chicago Mercantile Bxachange, yellow globe type contruct, seasons, 1948-49 to 
1957-58—Continued 


i 
{ 
i 
i 
f 
i 





[Prices in dollars per 50-pound sack 


High Low 
Future ee Sos Bt i Range 
| Price Date | Price Date 
1956-57: 

November pha $2.19 | July 12, 1956 . wail $0.76 | Oct. 11, 1956 $1. 43 
January. : 2.46 | July 12 and 13, 1956_--.-- .88 | Dec. 18, 1956- - - 1. 58 
February 2.60 | July 12, 1956 .95 | Feb. 14, 1957... -. 1.65 
. March 2.20 | Feb. 4, 1957-.- .85 | Mar. 6, 1957_--- 1.35 
: Average......---| : 1. 50 

1957-58: 
November.........} 1.68 | Feb. 1, 4, 5 and Nov. 21, | 1.23 | Aug. 20, 1957_..--- . 45 

1957. 

January - 1.82 | Nov. 12 and 13, 1957 1.15 | Dee. 30 and 31, 1957_- . 67 
February 2.15 | Feb. 20, 1958__- 1.2 Dec. 31, 1957. -.- 88 
March-. 3.88 | Mar. 19, 1958_. 1. 44 do 2. 44 
Average. 1.11 


Source: Records of the Chicago Mercantile Exchange. 


Onion futures: Contracts settled by delivery on the Chicago Mercantile Exchange, 
yellow globe type contract, by future, 1948-49 to 1957-58 


{In carlots]} 


Future 


Season 5 ane 2S z Season 
total 
November | December | January February March 

1948-49____ 277 3) 148 s4 405 | 914 
1949-50... _- 1, 155 (') 564 591 1, 703 4,013 
360 (!) 527 405 1, 156 2, 448 
350 (1) 470 460 313 1, 593 
262 51 391 220 1, 301 
300 12 352 107 1, 608 
179 ( 586 424 2, 134 
442 (') 173 125 | 1, 273 
40 (‘) 169 149 | 615 
48 (1) 105 48 424 





! No trading during life of future. 


Note.—Data prior to Sept. 24, 1955, from records of the Chicago Mercantile Exchange 


taal 


NEN 


q 
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Onions, commercial crop: Acreage, yield per acre, and production in the United 


States and late summer States,’ and per capita consumption in the United 
States, 1929-57 


United States 
































Year | Acreage for| Yield per | Produc- | Per capita | Acreagefor| Yield per Produc- 
harvest acre tion 2 (1,000, consump- harvest | acre tion 2 (1,000 
(acres) | (sacks)* | sacks)? | tion (acres) (sacks) 3 sacks) 3 

(pounds) 4 

|—-——-- —— —— — —— | -_ ——_—_- 
a | 104, 190 | 292 30, 468 12.4 59, 240 | 380 22, 488 
I cacdalcchinn sate ties | 96, 450 | 319 30, 785 12.9 59, 950 | 405 24, 308 
TO daca cena ; 101, 890 | 224 | 22, 827 10.0 53, 870 | 298 16, 028 
Ws encuckwsn cpa 124, 950 | 250 31, 298 | 10.9 60, 520 | 384 23, 248 
ee S 107, 560 235 25, 241 | 11.3 53, 420 360 19, 212 
BE ad cen enna 116, 780 | 233 27, 203 11.3 50, 380 | 399 | 20, 114 
Pei tncadincabée | 146, 370 | 202 29, 529 10.9 60, 470 | 348 21, 058 
RO 254, atieoabae } 175, 280 198 | 34, 688 13.2 56, 190 | 424 23, 850 
aes | 136, 710 | 221 30, 240 11.9 54, 950 398 21, 856 
PE nctccaiwcakde | 140, 770 219 30, 846 10.8 57, 750 407 23, 512 
TD ickacasesctl | 135, 820 270 36, 622 12.5 62, 760 | 459 28, 796 
TOUR isk enka | 112, 890 291 32, 885 11.6 60, 380 438 26, 432 
Weabastvocsesentet 100, 760 | 310 31, 227 10.9 56, 350 | 447 25, 182 
2... oth 138, 100 282 38, 908 12.2 62, 350 459| 28,592 
Wii addecscitusds 113, 300 | 277 31, 342 10.8 57, 250 419 23, 983 
IE goin canacds 181, 760 264 | 47, 940 12.6 78, 710 467 36, 737 
|, ae 143, 570 262 37, 667 13.3 : 427 28, 517 
BOOB ..n6snsensedee | 160, 690 314 | 50, 446 13.3 71, 880 531 38, 177 
iiinicncotanindaaes 120, 980 , 303 | 36, 714 12. 5 60, 710 447 27, 140 
Wetineecccanis } 132, 580 321 | 42, 494 11.7 63, 490 519 32, 929; 
Wee cthsnengedude 122, 760 320 39, 208 11.2 67, 700 | 460 31, 098. 
Beith acausccasdsae } 136, 290 338 45, 962 11.2 68, 020 520 35, 388 
C—O EE = 101, 410 396 40, 090 11.3 64, 710 492 31, 890 
Bi nndecneocesae 116, 350 344 40, 040 11.2 57, 110 520 29, 706 
eenceiacnchachtt 131, 850 384 50, 506 10.8 59, 850 616 36, 822 
Weeaddsctebeenl | 116, 060 | 382 44, 348 10. 6 57, 420 592 34, 030 
Se } 114, 230 374 42, 824 10.3 56, 360 570 32, 084 
Pe ncdncemeachie 123, 700 396 48, 878 12.3 56, 570 616 34, 856 
WOON accontiinndan 110, 710 436 48, 214 12.4 55, 960 | 606 33, 882. 





1 Mostly for fresh market use, but includes some quantities for processing and dehydration. Figures for 
the years 1929-38 exclude production for local market. 


3 Includes in certain years quantities not harvested. 
3 Equivalent 50-pound sacks. 


4 Farm weight. Excludes quantities produced in home gardens. Civilian consumption only, 1941 
to date. 


Source: U. S. Department of Agriculture publications. Acreage, yield per acre, and production, Agricul- 
tural Statistics, 1952; Statistical Bulletin No. 126, Commercial Vegetables dated May 1953; Statistical 
Bulletin No. 212, Vegetables for Fresh Market, Acreage, Production, and Value, 1949-55, dated June 1957; 
and Vegetables—Fresh Market, Annual Summary, 1957, dated Dec. 17, 1957. Per capita consumption, 
The Vegetable Situation, dated October 1957. 


Onions, late summer: Estimated production and stocks of onions in storage on 
Jan. 1, Feb. 1, and Mar. 1, 1951-52 through 1957-58 


[In thousands of 50-pound sacks] 


U. 8S. Department of Agriculture National Onion Association 





j 
Crop yeer ee Stocks on hand— | Indicated disappearance 
Gterege | Diser To 8 ee 








Production; stocks | ance to 
Jan. 1 Jan. 1 Feb. 1 Mar.1 | February | Season to 
Mar, 1 
j 
i 
PM Eiccnckcbocnndae 31, 890 8, 534 | 23, 356 3, 691 1,799 1, 892 30, 092 
ROUR-OB 62. ee aes 29, 706 7, 610 | 22, 096 3, 685 1, 805 1, 880 27, 901 
hw tsi cs die ecnaainis 36, 822 | 12, 652 | 24, 170 9, 061 4, 963 4,098 | 31, 859 
1964-55.......... wiih 34, 030 | 9, 996 | 24, 034 5, 962 3, 345 2, 617 30, 685 
og, ae 32, 084 8, 940 23, 144 4, 931 2, 268 2, 663 29, 816 
DOP OR nnactacuobnas =A 34, 856 9, 254 25, 602 4, 826 2, 306 2, 520 32, 550 
ree aes sous "= 33, 882 8, 512 25, 370 4, 293 1, 704 2, 589 32, 178 
year average (1951-52 | 
through 1956-57) - - __- | 33, 231 9, 498 23, 733 5, 359 2, 748 2, 612 30, 484 











Source: Production, USDA, AMS, Crop Reporting Board, Vegetables for Fresh Market, Statistical 
Bulletin No. 212, June 1957, for the years 1951-52 through 1955-56, and Vegetables, Fresh Market, Annual 
Summary, 1957, dated Dec. 17, 1957. Stocks, AMS Crop Reporting Board report, Onion Stocks, Jan. 1, 


1958, dated Jan. 16, 1958, and the National Onion Association report, Stocks on Hand, Feb. 1, 1957 and 1958, 
and Mar. 1, 1957 and 1958. 
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Onions: Closing price, November 1957, January, February, and March 1958 
futures, Chicago Mercantile Exchange, and cash price, yellow globe onions, 
U. 8S. No. 1, f. 0. b. west Michigan points, by days, Oct. 1, 1957-Mar. 24, 





Jan. 














1958—Continued 
[Dollars per 50-pound sack] 
Futures price ! | Cash price? 
Date 
January February | March Michigan * 
1958—Jan. 2 $1. 26 $1. 38 $1. 56 $1. 25 
Jan. 3 1.30 1.45 1.61 1.25 
Jan. 6 1. 22 1,45 1. 67 1.30 
Jan. 7 1.28 1,48 | 1.70 1.32 
Jan. 8 1. 25 1. 46 | 1. 66 1.32 
Jan. 9 1.30 1. 51 1.71 | 1.32 
Jan. 51.29 | 1. 55 1.73 1.32 
Jan 1, 29 | 1. 53 | 1.70 1.35 
Jan. 61, 28 | 1. 46 | 1. 67 1.35 
Jan 1.24 1. 38 | 1. 57 1.35 
Jan 1. 25 1. 38 | 1. 56 | 1.35 
Jan. 1.34 1. 46 1. 67 | 1.35 
Jan. 1. 40 1. 55 | 1. 80 | 1.48 
Jan 1.40 | $1.54 1.75 | 1. 52 
Jan. 1.50 1. 52 | 1.74 1.55 
Jan 1.50 1. 55 | LF 1. 58 
1. 58 1. 54 Ll 1, 55 





| 
| 
| 
| 
} 


| 








Date 
February 
1958—Jan. 27-_. é de Conkadd $1. 54 
Ms Pili coisas cictine cain ainsdsleldShscpiaigstie aeeinlintianaa acakdiiaaia ae 1. 57 
Bt, Wi, i csdeiiesivitd<tddnice-Livincssbetedesdas. 3 1. 56 
FN csi incerta teniriAi stn dalek allan weld adil as cael 1. 54 
Jan, 31... ; ti ae 1.61 
er Me bk 2b abt oe elie sa ee Be 1.60 
oe ts esncacte 1. 62 
A re ae eee 2s SAE A, Beth 4. 55 
RPMI MI ooh a nina ge teresa chk oh dhl techie cngee a nt adenine 1. 56 
Bs) BsbSili otis be deh odd desi Saba | 1. 54 
Py Mkts deldeancdntatiauecaueebieesaiee Ss 1. 57 
a a 1. 56 
Feb. 12_- y Ze 4 1.61 
WOR BEG 6x connnanbddtadadbckbaddneens biden ba ee 61.61 
aN ee a. aceite eee 1. 62 
SE nc: krone dick Gindesnuibe adlacins Hyd eeeakaaeeee 1. 69 
Feb. 18... notieinemoniiaa in J 1. 75 
es WR cia Rh 2 icabiiSedecuckchanddchsadessdebute S00 $1.80 
I in ea si ie mld ama aaa 2.15 
I Mie Sie Aa ae a eee 862.15 
Feb. 
Feb. ‘ 
Feb. ‘ 
Feb. 
Feb. 
Mar. 
Mar, 
Mar. ! 
Mar. 
Mar. 





See footnotes at end of table, page 450. 





Futures price ! 


March 


$1.71 
. 76 
76 
70 
73 
. 70 
72 
63 
62 
58 
62 
60 
67 
62 
67 


78 


G2 GD C9 GO GO BS BS DD BS BD ND ND et et et tt tt et et et et ee 


BE2SGSSSSPENE 








Cash price ? 
Michigan * 
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Onions: Closing price, November 1957, January February, and March 1958 
futures, Chicago Mercantile Exchange, and cash price, yellow globe onions, 
U. 8. No. 1, f. 0. b. west Michigan points, by days, Oct. 1, 1957—-Mar. 24, 
1958—Continued 

{Dollars per 50-pound sack] 


Futures Cash price ? 
price ! 
Date 


March Michigan * 


I MR GE Sines resndntincsecwadsun ja temesbernoneghsbeeiaseictatcé and $2. 67 $2.78 
Di Bebshd tod cuccnnswedes ft eee ae ky ee ae ee Ses ew ew ieel 2. 78 2. 70 
CN cbcmcckuwccecdcdhbsaniawnsaeatssnteduwnsadcdnas decseccdesane 3. 06 2. 70 
BS CO icbvitcecnckce cat cbowecenncotegniesudbenccusés eelbaswiasecesd 3. 03 2.72 
ie ee ae ee. oe ee ee 3. 10 2.72 
ON 2 SI A 2a. Re Re a ee 3. 43 2. 78 
OL Sie eae eS eee ee ee ee ae ae 3. 64 2. 85. 
SMES WU cto vbiskccccninndhtbicnccéwouwtieaebvecasitatabhedssessneeee 3. 46 2. 92 
BT Betis kadacidicnchdtethewnuccousmaepsaectnenaediecceakaassscanees 3. 32 3. 02 
SN A, Seeking caccccnulbamastcinnedasiaann alee edbasceiscaes 2.99 3.18 
TS Gita dietndtnccnedul rs since nnecant pbidins daesendecueuessea 2. 04 3. 08 


1 For dates on which closing ranges were reported, prices shown are averages. Futures prices for March 
1958 are preliminary. 

2 Midpoint of daily range. 

3 Carlot and truckload sales f. 0. b. west Michigan shipping points, 70 percent 2 inches and larger. 

4 Bid price. 5 Asked price. ® Settlement price. 7? Holiday. 

§ Last trading day. 

®* No report issued. 


Source: Cash prices—USDA, Agricultural Marketing Service, Fruit and Vegetable Division, Daily Fresh 
Fruit and Vegetable Market News Report, Benton Harbor, Mich. 


PREVIOUS RELEASES AND REPORTS ON ONION FUTURES TRADING 


1. Onion Statistics containing 66 tabulations and charts presented as exhibits 
at a hearing before the Commodity Exchange Commission in Chicago on 
April 10, 1956, in connection with the establishment of limits on speculative 
trading and positions in onion futures. 

. Complaint ané notice of hearing dated June 18, 1956, in CEA docket 73. 

. Futures Trading in Onions, a 72-page booklet of statistical, historical, and 

background material released December 1956. 
Speculation in Onion Futures, January-March 1957—a 32-page booklet of 
statistical and background material released March 1957. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 

change, September 30, 1955. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 

change, May 31, 1956. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 

change, August 31, 1956. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 

change, October 31, 1956. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 
change, December 31, 1956. 

. Onion Futures: Survey of Open Contracts on the Chicago Mercantile Ex- 
change, October 31, 1957. 


The Carman. All right, will you gentlemen identify yourselves 
for the record ? 
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STATEMENT OF WILL M. SIMMONS, AGRICULTURAL ECONOMICS 
DIVISION, AGRICULTURAL MARKETING SERVICE, UNITED 
STATES DEPARTMENT OF AGRICULTURE 


Mr. Srmons. Will Simons, analytical statistician, Agricultural 
Economics Division, Agricultural Marketing Service, USDA. 

Mr. Her. My name is Olman Hee, analytical statistician, Agricul- 
tural Economics Division, AMS, USDA. 

The Cuarrman. All right. 
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Mr. Stumons. I have here, Mr. Chairman, a study which was done 
last April at the request of the subcommittee of the House Agricul- 
tural Committee, who was at that time holding hearings on bills to 
ban futures trading in onions. It is to the results of these studies 
that Iwould like to direct my remarks this morning. 

In the study we attempted to do two things: 1, to determine the 
factors which actually explain the prices and variability or changes 
in prices of late crop onions, and I refer to prices received by farmers 
for their onions; and, 2, we attempted to measure the variability 
which occurs in these prices received by farmers for their onions and 
to measure this in a period, 1930-40, before futures trading and com- 
pare those changes with the period 1946-55, a period in which there 
has been a futures market. 

The Cuatrman. What period of time did you take now? Just 1 
year ¢ 

Mr. Stumons. No, sir; for the pretrading period*we took the years 
1930-40. 

The Cratrman. I see. 

Mr. Simmons. And then for posttrading, or during trading, we took 
1946-55. 

The Cratrman. All right. Why did you leave the in-between 
years out ¢ 

Mr. Stumons. War years, and we felt there were other factors in 
there and furthermore, the volume of futures trading for the first 
few years of trading prior to 1946 was very small. 

The Cuarrman. You left out the abnormal years ? 

Mr. Srumons. That is right. Volume of trading was not too high 
in onions before 1946. 

The Cuairman. Allright. Proceed. 

Mr. Summons. Now, on testing the variability that occurred, we 
approached that from three aspects. One, the variability in season- 
to-season average price received by farmers for late crop onions, which 
involves a period from September to March, the period of marketing 
the late crop. We studied the variability in season-to-season average 
prices in the pretrading and posttrading period. And then to look 
at prices and price variability within the season, we looked at the 
extremes, the highs and the lows, in the period 1930-40 and compared 
those with the extreme highs and lows in cash onion prices in the 
period 1946-55. The other within the season price variations that 
we studied was the month-to-month variation, and I think this is the 
more significant one for this purpose. It was the month-to-month 
variation in the average prices received by farmers in the period 
September to March. And again we took the period 1930-40 and 
compared it with the period 1946-55. That briefly is what we did. 

Now, here are the results and what we found out on each of these 
aspects of the study. First, as testified here earlier, we found that 
the great bulk of the variation in season-to-season average prices is ex- 
plained by two factors—the production of late crop onions, and that is 
the production per person, to allow for population changes, and per 
capita income of consumers. Changes in production were about twice 
as important in affecting price changes as were changes in per capita 
income. In other words, a 1 percent change in production of late 
crop onions caused about 2.9 percent change in the opposite direction 
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in season average price; production up, price down; production down, 
priceup. This is compared season to season. 

The Cuarrman. Such a situation is not peculiar to onions? 

Mr. Simmons. Certainly not. 

The effect of per capita income: a 1 percent change in per capita 
income was associated in 1921-41 period with about a 1.6 percent 
change in prices in the same direction. In other words, as income 
increased from year to year, prices tended to increase. I might re- 
mark here that over a long period of time that is not true in onions. 
Over a period of 10 to 15 or 20 years, a long period of time, people 
have an opportunity to adjust their consumption habits; and as income 
mereases over long periods of time the demand for onions, the price 
that consumers will pay for a certain given per capita supply, de- 
clines. But it was found in the period 1921-41 that about 92 percent 
of the variation in the season-to-season average price was accounted 
for or explained by changes in production and consumer income. In 
the period 1947-55, we found that even more than this, close to 99 
percent of the variation in season-to-season average price was ex- 
plained by these two factors, income and production. 

In testing, it was found that there was no significant difference in 
ree of season-to-season average price in 1930-40 period and 

6-55. 

Then in looking at variations within the season and comparing the 
extremes, the highs and lows, within the season for the two periods, 
we found that there were some differences in the period 1930-40 and 
the period 1946-55. Actually the average difference between the high 
prices and the low prices for cash onions averaged $1.31 in the 1930-40 
period, and about $1.12, a little less, in the 1946-55 period. However, 
when we make these analyses we run what we call tests of significance. 
That is, we compare our results with the theoretical frequency that 
you might get such results because of chance. In other words we 
make tests to determine whether these variations might have occurred 
solely because of chance. In this case, at the 1 percent level, there 
is at least more than 1 chance out of a hundred that these differences 
of $1.31 and $1.12 were not statistically significant. In other words, 
we would have to say statistically that there was no difference in the 
variations between the extreme highs and lows in the period before 
trading and the period during trading. 

The other examination we made was an examination of the varia- 
tion in month-to-month average prices received by farmers for their 
onions for the period September through March. On this study we 
found there was a greater variation in the month-to-month average 

rices. in the period 1930-40 than there was in the period 1946-55. 

en we tested those results we found that the difference in variation 
was statistically significant. In other words it would be very unlikely 
that this variation occurred by chance, not more than 1 chance in 
a hundred. 

The average variation in month-to-month average prices was 29 
cents per 50-pound bag in the 1930-40 period, and 23 cents per 50- 
pound bag in the 1946-55 period. And that was a significant differ- 
ence. 

The Cuaimman. Now, to what do you attribute that decrease / 

Mr. Sruumons. Well, I don’t know, Mr. Chairman. I think there 
are a number of factors that it could be due to. In other words, it 
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is something that we know is there. I think some of the things cer- 
tainly that would be in the direction of making for less violent price 
changes from month to month would be the better reporting of supply 
and demand conditions, the speedup that we have had in communi- 
cations, the speedup that we have had in transportation, that allows 
you to move supplies more quickly from one area into another. 

The CuarrMan. You mean at the later period ? 

Mr. Stwmons. That is right. There may also be other factors. 

The CHarmman. Well, has the Department made any studies as to 
the price variation since onions have been placed under the exchange, 
Commodity Exchange Act. 

Mr. Srmmons. Now, do you refer to specific periods of time? 

The CHatrman. Well, from 1955 when the growers of onions and 
others joined together and said, “We would like to have onions put 
under the Commodity Exchange Act.” 

Mr. Srumons. Sir, my Division has not made any study—any case 
study such as reported on here by Mr. Kauffman of price variations 
within a particular period, which by inspection or because of com- 
plaint somebody deems to be an unusual period in the market. 

The Cuarrman. Well, you can see the importance of that. It might 
have a tendency of affecting the views of the membership of this 
committee, to find out whether or not the farmers fared better or 
worse under the act than before, with particular reference to the 
periods you referred to. 

Mr. Srmmons. Well, I think this month to month is the closest 
thing—that is simply a 30-day period. 

The Cuatrman. At that period though, the onions were not under 
the Commodity Exchange Act; were they ? 

Mr. Simmons. I took two periods here, sir, the 1930-40 period. I 
did it for comparison. 

The Cuatrman. I thought—— 

Mr. Srwamons (interposing). Oh, not under the Commodity Ex- 
change Act. 

The Cuarrman. That is what I am talking about. 

Mr. Simmons. No. Pardon me. 

The Cuarrman. Now, as I understand, the trade delved in futures 
during the last period you studied along about the same line as was 
the case when onions came under the Commodity Exchange Act. Is 
that true? 

Mr. Simmons. The reason I didn’t go back to 1942 was because of 
the war and because the level of futures trading probably was not 
high enough to be a significant factor in the market, at least that is 
what I felt. 

The Cuatrman. Are you able to tell us, let’s say, the last study you 
made in which you stated that the prices were a little better, and you 
attribute that to the fact that marketing service of the Deparment 
gave the farmer information, reliable information, upon which he 
could guide himself, in contrast to the previous period you studied. 
Do you believe that a study along the same line as you have been indi- 
cating would show still a better improvement or would it—or not? 

Mr. Srmmons. Since the CEA came into the picture? 

The CuHatrman. Yes; that is what lam trying to drive at. 
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Mr. Srumons. I would certainly say, sir, since the CEA came in 
and particularly since the exchange, after some of these hearings and 
so on and so forth, set limits on position, 100 cars in 1 month or 200 
cars in all the futures, that certainly it would tend, if anything, to 
better: 

The Cuarmman. Improve the situation. 

Mr. Stumons. To improve the situation over what it was in 1946-55 
period that I studied. Certainly it would be in that direction. 

The Cuatrman. In other words, prior to the time the onions came 
under CEA there was almost unlimited speculation compared to the 
restricted activity since the act came into effect ? 

Mr. Srumons. It is reasonable to expect you would get a more mod- 
erate situation under regulation. 

The Cuatrman. I was informed that the marketing branch is 
making a study of recent data. Are you familiar with that? 

Mr. Summons. Yes, sir. I am familiar with the general outline of 
the plan. Actually they have not gotten too far, I believe, on that 
study. 

The Cuarrman. How long would it take to present it ? 

Mr. Stumons. Oh, I have right here a statement which was pre- 
pared by those who are to do the study. They don’t have any results, 
sir. 

The Cuatrman. Well, when do you think the results could be made 
available? 

Mr. Stumons. That is not in my Division and I would hesitate to 
say, sir. 

The Cuarrman. Suppose you check on that and, if per chance you 
can give us something, say by April 14, that would be fine. Off the 
record. 

(At this time there was an off-the-record discussion. ) 

UNITED STATES DEPARTMENT OF AGRICULTURE, 


AGRICULTURAL MARKETING SERVICE, 
Washington, D. C., March 31, 1958. 





Hon. ALLEN J. ELLENDER, 
United States Senate. 


Dear SENATOR ELLENDER: In accordance with your request of March 26 ad- 
dressed to Will Simmons, at the hearings on bills to prohibit futures trading 
in onions, the following information is submitted relative to the research project 
being conducted by the Agricultural Marketing Service, United States Depart- 
ment of Agriculture. 

The study has only recently been initiated, and to date only a small amount of 
exploratory work has been done. Plans eall for devoting major attention to the 
following questions: How does the futures market operate and what uses are 
made of it by firms or individuals handling onions; who uses the onion futures 
market; what is the relationship between cash and futures onion prices ; to what 
extent is futures trading used by growers and handlers to obtain credit; and, how 
important is the role of futures trading in the marketing of onions? Information 
necessary to develop answers to these questions must be obtained from indi- 
viduals and firms in the onion industry, the New York and Chicago Mercantile 
Exchanges, regulatory and reporting agencies such as the Commodity Exchange 
Authority and the Market News Service, and trade sources. 

If present plans for this study are carried out, results, even of a preliminary 
nature, could not be available for several months. The study is under the 
direction of Kenneth E. Ogren, Chief, Market Organization and Costs Branch, 
Agricultural Marketing Service. 

If we can be of further service, please let us know. 

Sincerely yours, 
OmeR W. HerrMANN, Deputy Administrator. 
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The Cuairman. All right, is there anything else you desire to add? 

Mr. Simmons. No, sir; [ have nothing else. 

The CuHarrman. How about you? 

Mr. Her. No; I have nothing to add, Mr. Chairman. 

The Cuarrman. I presume you had something to do with the state- 
ment of the Department on the bill? 

Mr. Stumons. I saw the letter, yes, sir, and they had at least parts 
of the study in their hand at the time the statement was made, I 
believe. I am not sure if they had it in their hand, or whether I was 
making the study about that time. But I did talk with some of the 
Secretary’s advisors. 

The Cuarrman. I presumed you had something to do with the prep- 
aration of this letter. You furnished some of the data. 

Mr. Sruumons. By talking to some of the people, that is right. 

The Cuarrman. Allright. Thank you very much. 

The Coarrman. Mr. Datt. 


STATEMENT OF JOHN C. DATT, ASSISTANT LEGISLATIVE DIREC- 
TOR, AMERICAN FARM BUREAU FEDERATION 


Mr. Darr. Mr. Chairman, we have a prepared statement. and I would 
like to briefly summarize our views. The Farm Bureau has been in- 
terested in the matter of both onion and potato futures trading for 
sometime. 

At our most recent annual meeting, the voting delegates from 
our member State Farm Bureau adopted the following policy : 

We recommend legislation to eliminate onion and potato futures trading from 
the various commodity exchanges. Until this action is obtained we will use 
every effort to correct the abuses that have occurred in the past by securing ade- 
quate regulation of such futures trading. 

We also filed a statement last August when the subcommittee of 
the Senate ASriculture Committee were holding hearings on the legis- 
lation involving onion futures trading. 

The CHarrman. You have added potatoes to onions? 

Mr. Darr. Our policy covers both potatoes and onions. I men- 
tioned that in a general way. 

The Cuatrman. Do you havea policy on wool? 

Mr. Darr. We have no policy as far as wool is concerned. 

The Cuarrman. All right. 

Mr. Darr. Well, as I indicated, our general policy covers both 
onions and potatoes; but we shall restrict our comments strictly to 
the onion phase of the problem. 

We have studied and tried to follow closely the various activities 
in onion-futures trading and there are several comments that appear 
to be significant to us. Basically, as we view futures trading from 
the producer’s standpoint, its prime purpose is to serve as a means 
of hedging or, in effect, it is a means of obtaining price-risk insurance. 

In this connection, the comments made in the Commodity Exchange 
Authority report, Speculation in Onion Futures, January to March 
1957, are very interesting. The summary in the CEA reports states— 


It does not appear that the bedging use of the futures market has been of such 
character as to be of importance in the marketing of onions. 
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In the main part of the report CEA comments that— 


the number hedging was small through the season and limited to a relatively few 
growers, shippers, and receivers. : 


The report further states that— 


there is no indication of any systematic use of hedging in onion futures by the 
rank and file in the onion industry, such as would contribute stability to a futures 
market. 

We cite these comments because from the producer standpoint the 
hedging is one of the most important factors, and if there is not any 
systematic use of it that provides stability, there is a question in our 
mind as to the value to an onion grower. 

Then the CEA, also in their report of 1957, discussed some of the 
problems as far as the effect on price fluctuations. They say— 

Price movements such as this cannot be justified by supply-and-demand factors 
and must be attributed either to manipulative activity or, as appears to be the 
case in this instance, to a wave of excessive speculation. 

If it is true, as the CEA report states, that futures pres movements 
canont be justified by supply-and-demand factors and must be attrib- 
uted either to manipulative activity or speculation, it raises a serious 
question as to their effect on orderly marketing of onions. 

Those would be the comments that I would cite. 

Briefly, we feel that futures trading in onions tend to accentuate 
the price movements; both on the down and up side, and in this way 
do not contribute to stability in the cash market and are very detri- 
mental to the orderly marketing of onions. It is during these fluc- 
tuating price periods where there may be a tendency to delay cash 
purchases that the commodity, the onions, pile up or are not moved, 
and then have to be moved at a later time at loss to producers that we 
are concerned about. 

With those brief comments, we have supported the legislation in 
the House and we would recommend that legislation be passed to pro- 
hibit futures trading in onions. 

The Cuarrman. Mr. Lynn. 

Mr. Joun Lynn. Mr. Chairman, may I ask that the complete body 
of the statement be filed for the record. This was simply a brief. 

The CuarrMan. Yes; that will be all right. It will be filed for the 
record. 

(The prepared statement of Mr. Datt is as follows :) 

We appreciate the opportunity to present the views of the American Farm 
Bureau Federation to this committee with regard to futures trading in onions. 
The matter of futures trading in perishable agricultural commodities, particu- 
larly onions and potatoes, has been of interest to the Farm Bureau for some 
time. Our interest in this matter stems from our desire to facilitate the 
orderly marketing of all agricultural commodities to get the maximum net 
income to farmers. 

The questions of futures trading in both potatoes and onions is not a new 
subject to the Farm Bureau. In fact, in September of 1955 the American 
Farm Bureau Federation Fruit and Vegetable Advisory Committee made the 
following recommendation : 

“We recommend that the American Farm Bureau Federation work toward 
the elimination of futures trading in potatoes and onions on the Chicago and 
New York commodity exchanges. We believe that the futures trading in these 
perishable commodities has been of little benefit to producers but has, in fact, 
worked to their detriment.” 

This particular recommendation was approved by the American Farm Bureau 
Federation board of directors at this time and has been constantly reaffirmed. 

Since 1955 we have testified at the various hearings held by the House Com- 
mittee on Agriculture in support of legislation to eliminate onion futures trad- 
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ing from the various commodity exchanges. Last August we also presented 
our views on this matter to the Subcommittee on Agricultural Research and 
General Legislation of the Senate Committee on Agriculture and Forestry. We 
have, therefore, had a very active interest in the question of onion and potato 
futures trading. 

At our most recent annual meeting in December 1957, the voting delegates 
from our member State farm bureaus adopted the following policy: 

“We recommend legislation to eliminate onion and potato futures trading 
from the various commodity exchanges. Until this action is obtained we will 
use every effort to correct the abuses that have occurred in the past by securing 
adequate regulation of such futures trading.” 

While it is recognized that the committee is primarily interested in onion 
futures, we would like to make several general comments covering both onion 
and potato futures trading, and then comment specifically on the onion phase. 

We are recommending the elimination of onion and potato futures trading 
from the various commodity exchanges for the following reasons: 

1. Onions and potatoes by their very nature are perishable commodities. 
They cannot be stored for an unlimited length of time and only limited processing 
is involved. This situation is quite different from wheat, corn, and other 
storable commodities where the futures market performs a valuable role since 
hedging provides price risk insurance. Futures trading in these storable com- 
modities serves an important function because of the considerable amount of 
processing that occurs in marketing. This is quite different from onions and 
potatoes which, having only limited processing, move from producer to con- 
sumer in virtually the same form. Because of their perishability and lack of 
processing, we do not believe that onions and potatoes lend themselves to sound 
futures trading. 

2. The volume of either onions or potatoes that is involved in futures trading 
is relatively small, thus providing the opportunity for sharp price fluctuation 
and the facilitating of price manipulations. 

As was stated previously, we have been following the operations of onion 
futures trading in recent months. Basically, as we view futures trading from 
the producer’s standpoint, its prime purpose is to serve as a means of hedging 
or, in effect, it is a means of obtaining price risk insurance, 

In this connection, the comments made in the commodity exchange authority 
report, “Speculation in Onion Futures—January to March 1957,” are very in- 
teresting. The summary in the CEA report states: “It does not appear that 
the hedging use of the futures market has been of such character as to be of 
importance in the marketing of onions.” In the main part of the report CEA 
comments that “the number hedging was small through the season and limited 
to a relatively few growers, shippers, and receivers.” The report further states 
that “there is no indication of any systematic use of hedging in onion futures 
by the rank and file in the onion industry, such as would contribute stability 
to a futures market.” 

We cite these comments because the question of the function of an onion 
futures market from the onion producer’s standpoint is very important. If in 
onion futures trading hedging has not been important and there is no indi- 

cation of any systematic use of hedging to contribute stability, what value has 
or is futures trading to onion growers 

In the case of the storable commo@dities such as wheat, cotton and corn, 
hedging plays an important role as far as producers and marketing agencies are 
concerned. There is considerable processing involved in these commodities, 
and thus the hedging by processors and other manufacturers against price 
changes serves an important economic function. This is not true in onions as 
only limited processing is done. As a result, there is only limited hedging in- 
volved, and onion futures trading appears to be largely speculative in character. 

Since hedging has not been important in the marketing of onions, we seri- 
ously question the value of futures trading from the standpoint of onion 
producers. 

As there appears to be little value in onion futures because of the lack of 
hedging, let us examine what other value or harm there may be in such futures 
trading as far as onion producers are concerned. 

In analyzing this question, there are several other comments in this CHA 
report that are significant. 

In discussing the futures price movements that took place in the early Feb- 
ruary 1957 period, the CEA report includes this statement: “At that time, in- 
formed trade opinion was expressed that this interruption in the orderly process 
of marketing onions would result in a delay in disposing of the old onion crop, 
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with resultant shrinkage and deterioration which might be expected to have 
disastrous effect upon the market.” 

The CEA report also includes the following statement in discussing the Feb- 
ruary and March future price fluctuations: “Price movement such as this cannot 
be justified by supply and demand factors and must be attributed either to 


manipulative activity or, as appears to be the case in this instance, to a wave of 
excessive speculation.” 


If it is true, as the CEA report states, that futures price movements cannot 
be justified by supply and demand factors and must be attributed either to 
manipulative activity or speculation, it raises a Serious question as to their 
effect on orderly marketing of onions. 

As the CEA report indicates, during these periods of rather sharp future 
price movements, the orderly marketing of onions is interrupted, which may 
result in shrinkage and deterioration, and force the marketing of larger quan- 
tities of onions than normal during the marketing season. 

Certainly the wider future price movements do not tend to stabilize the cash 
market for onions and in fact are very deterimental to the orderly movement of 
onions to market. During these periods of fluctuating future prices, there cer- 
tainly is a tendency to delay cash purchases by the onion trade and, in general, 
a period of cash market instability. The effect of this may be to force the dis- 
posal of a larger quantity of onions at a later time. From the onion producers’ 
viewpoint it appears very doubtful that onion futures trading makes any real 
contribution to the orderly marketing of onions. 

For these reasons we do not believe that trading in onion futures serves as 
a useful function to onion producers in the production and marketing of their 


crop. We therefore support the proposed legislation to prohibit onion futures 
trading and recommend its passage at an early date. 


The opportunity of expressing these views to the committee is appreciated. 

The CHarrman. Allright. Anything further? 

Mr. Darr. No, sir. 

The CHatrman. Well, that completes the witnesses. Now, Mr. 
Harris, you asked to say something else, or to make an explanation 
of the statement that you made a while ago. 

Mr. Harris. Mr. Chairman, I simply would like to try to clarify 
the matter that you raised with me before. I want to point out that 
in my opinion it is unfortunate that it has to be our policy under 
existing law to hold in abeyance punishment of an individual when 
the CEA first discovers an infraction of rules. In this case the in- 
fraction was discovered by some of the parties to the conspiracy, 
turning State’s evidence, so to speak, and were given immunity by the 
Department of Justice. I am not criticizing that fact. I am just 
relating it. The thing not only went into a public lawsuit, so to 
speak, which the gentlemen from the CEA explained in some detail; 
but it resulted in private lawsuit still pending on appeal. There has 
been one judgment. 

We are fearful if we were to put these people out of business, and 
if they were by any chance to be proved innocent by the court, they 
would have damage suits against the exchange. 

I will say this, in the case of any other indictment, it seems to have 
had a very good effect on these gentlemen. I think they have behaved 
since that time as far as we have been able to determine, and I think 
as far asthe CEA has been able to determine. 

The law is a slow process and it puts us in something of a box in 
this regard. I personally would like to see more expeditious penalties 
imposed and better enforcement of our own rules, and better enforce- 
ment of CEA regulations. I think we are taking steps in an evolu- 
tionary process in that direction in all markets. 

The Cuairman. It strikes me, though, that if your exchange knows 
that these people have conspired and you have evidence of it that you 
could at least suspend them and not let them use your facilities. 
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Mr. Harris. I think that should be the case but our attorneys tell 
us they might have damage suits against us. 

The Cuairman. I don’t see how they could. You ought to be able 
to put that in your rules and regulations: “You have become a member 
of this organization so long as you follow our bylaws, and if there 
is any suspicion cast on you, you will be sivouadea” I would cer- 
tainly look into that from that standpoint. Then you could evade 


any lawsuits if you take memberships under those conditions. You 
get the idea ? 


Mr. Harris. Yes, sir, I will take it up with our attorney, sir. Thank 
you. 


The Cuairman. Is there anybody else who desires to be heard ? 


If not, the hearings on the onions bills before us are closed. Thank 
you. 

(Whereupon, at 12 p. m., the hearing was closed.) 

Letter. filed by Rodger R. Kauffman, Administrator, Commodity 
Exchange Authority, relative to above statements of Everette B. 
Harris, president, Chicago Mercantile Exchange: 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
CoMMopDITY EXCHANGE AUTHORITY, 
Washington, D. C., April 18, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 


DwWak SENATOR ELLENDER: On March 26, 1958, near the close of the hearings be- 
fore your committee on proposed legislation to prohibit futures trading in onions 
(S. 778), Mr. Everette Harris, president of the Chicago Mercantile Exchange, in 
discussing the position taken by the exchange in connection with charges brought 
by the Commodity Exchange Authority against certain exchange members in 
CEA Docket No. 73 (Vincent Kosuga, Sam 8. Siegel, and National Produce Dis- 
tributors, Inc.), said: “In this case the infraction was discovered by some of the 
parties to the conspiracy, turning State’s evidence, so to speak, and were given 
immunity by the Department of Justice.” 

This statement by Mr. Harris, which we are sure was made inadvertently or 
through misinformation, gives the same impression that the respondents in this 
case, through their attorneys, have sought to promote, to the effect that the 
charges of manipulation against Kosuga, Siegel, and the corporate respondent, 
were brought by the CEA at the request of the alleged coconspirators in this 
matter. Ordinarily, such a misstatement might not be of significance, but in this 
instance parties to this alleged conspiracy are suing each other and we deem it 
best that the record of the hearing not contain an unrefuted, erroneous state- 
ment as to the origin of the administrative proceeding. 

The fact is that none of the alleged coconspirators who were required to 
testify, or from whom statements were taken under oath in connection with the 
CEA proceeding, at any time approached the CEA and requested or suggested 
that charges be brought against Kosuga, Siegel, and the corporate respondent. 
The CEA had substantially completed its investigation which furnished ample 
information for bringing charges against these three respondents. Before filing 
the complaint, however, it was decided to interrogate the alleged coconspirators, 
and subpenas were issued for that purpose. The information obtained from 
these persons has of course been of great help in establishing the facts. As pro- 
vided by statute, the persons from whom evidence was obtained under investi- 
gatory subpena or who were called to the witness stand during the hearing are 
immune from sanctions or penalties growing out of the matters concerning which 
they were compelled to testify. 

We shall appreciate your having this communication made a part of the 
printed hearing on S. 778. 

Sincerely, 
Ropeer R. KAUFFMAN, 
Administrator. 
x 
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